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FASB Releases 
Draft on
Restructured Debt
. . .  And Sets 
Hearing on 
Extractive 
Industries
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board recently released the long-awaited 
exposure draft of a proposed statement establishing standards of financial 
accounting and reporting by the debtor and creditor for a troubled debt restruc­
turing. If adopted, the proposed statement would be effective for troubled debt 
restructurings occurring after June 30, 1977.
According to the document, a restructuring of debt constitutes a troubled 
debt restructuring “if the creditor is compelled by economic or legal 
considerations related to the debtor’s financial difficulties to grant relief to 
the debtor that cannot meet its obligations on the debt.”
The proposal also separates troubled debt restructurings into two broad 
classes: Those in which the debtor transfers receivables, real estate, or other 
assets to the creditor or otherwise grants an equity interest to the creditor 
to satisfy the creditor’s claim, and those in which the debt continues but the 
terms are modified to defer or reduce cash payments required to be made by 
the debtor.
The board emphasized that the accounting for troubled debt restructurings 
would conform to historical-cost-based accounting. Neither debtor nor creditor 
would be required to revalue restructured debt after the date of a troubled 
debt restructuring.
Comments are due by March 10. Copies of the exposure draft (up to a 
maximum of five) may be obtained gratis from the FASB, High Ridge Park, 
Stamford, Conn. 06905.
The FASB also has scheduled a public hearing in New York beginning March 30 
on financial accounting and reporting issues related to the extractive industries. 
As a basis for the hearing, the board has issued a discussion memorandum 
covering 13 basic issues and 83 related questions. No conclusions are stated in 
the document.
Major issues addressed in the discussion memorandum include the following: 
Accounting for costs incurred in prospecting for, acquiring, exploring, and 
developing mineral reserves (such as full cost versus successful efforts account­
ing) ; defining and measuring mineral reserves for financial accounting and 
reporting purposes; interaction of percentage depletion with interperiod income 
tax allocation; financial statement disclosure of data unique to the extractive 
industries; transitional problems of new accounting standards; and accounting 
for mineral property conveyances and contracts, including joint operations.
Single copies of the 404-page discussion memorandum may be obtained gratis 
from the FASB, High Ridge Park, Stamford, Conn. 06905.
In a related matter, the Mortgage Bankers Association of America has 
supported private industry’s role in setting accounting standards by endorsing 
the FASB’s efforts. Roswald McMullen, chairman of MBAA’s accounting 
standards subcommittee, said attempts by the SEC “to dictate accounting stand­
ards for disclosure by public companies is another example of government 
usurping a role that properly belongs to the private sector.”
- 2 -
FASB to Be 
Reviewed by FAF
The Financial Accounting Foundation, which has general oversight responsi­
bilities for the Financial Accounting Standards Board, has decided to make a 
“comprehensive review of the structure, organization and operation of the FASB.” 
Recently, there has been increasing criticism of the board and its pronounce­
ments from a variety of sources with recommendations that the board’s role and 
activities be reexamined.
According to John Biegler, president of the FAF, a standing committee 
of foundation trustees, chaired by Russell E. Palmer of Touche Ross & Co., will 
undertake this assignment and report to the trustees by May 1 ,  1977. The 
committee is expected to “perform a multiphased review of the board’s activities, 
to assess the board’s mission and to evaluate its success in meeting that mission.”
Other members of the review group are James Don Edwards, University 
of Georgia; J. 0 . Edwards, EXXON Company; Walter P. Stern, Capital Research 
Co.; Alva Way, General Electric Co.; and John C. Whitehead, Goldman Sachs 
& Co.
Proposed 
Amendments to 
Rules of 
Conduct Issued
Four Ethics 
Drafts Exposed
The AICPA’s special committee on general standards has issued a discussion 
draft which essentially calls for several additions and changes to the Rules of 
Conduct of the Code of Professional Ethics. The draft, modified in light of 
comments received, is expected to be submitted to Council at its spring meeting.
If approved by Council, the document will go to the Institute membership 
for a mail ballot.
To avoid confusion that could result from possibly conflicting standards 
promulgated independently for each major area of practice, the committee 
recommends that two new rules be added to the Rules of Conduct. Proposed new 
Rule 201, “General Standards,” expands the present Rule 201, “Competence,” 
to include the following six general standards for the performance of 
engagements in all major areas of practice: Professional competence; due 
professional care; understanding with client; planning, control and supervision; 
sufficient relevant data; and reporting.
Proposed new Rule 204, “Other Technical Standards,” together with existing 
Rules 202 and 203, would authorize bodies designated by Council to establish 
technical standards for the performance of engagements in particular areas 
of practice that may not be covered by the general standards.
Comments are due by March 1, and should be directed to Ray Groves, 
chairman of the special committee on general standards, at the Institute. Copies 
of the discussion draft are available upon request. For further information, 
see the February Journal of Accountancy.
The AICPA’s professional ethics division has issued exposure drafts of three 
proposed ethics rulings and one proposed interpretation.
Two of the proposed rulings involve Rule of Conduct 101—Independence; 
they are “Member as Lessor” and “Account with Brokerage Client.” The other 
proposed ruling deals with Rule 502—Solicitation and Advertising, and 
involves “Listing of Firm Publications in Reference Books.” Proposed Interpre­
tation 101-6 deals with “The Effect of Actual or Threatened Litigation on 
Independence.”
Comments are due by March 2 1 , 1977. Copies of the exposure drafts may be 
obtained from the professional ethics division.
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SOP on
Stockbrokerage 
Auditing Released
Pennsylvania 
Court Rules on 
Temporary 
Practice
Draft Issued on 
Hospital 
Accounting for 
Securities
Three IRS Forms 
Not Required
The Institute’s stockbrokerage auditing subcommittee of the auditing standards 
division has issued a statement of position on stockbrokerage auditing.
The SOP deals with changes in auditing and reporting requirements resulting 
from the adoption of the Financial and Operational Combined Uniform Single 
Report (FOCUS) by the Securities and Exchange Commission. The FOCUS 
Report has eliminated “minimum audit requirements” formerly prescribed in 
Form X-17A-5.
The SOP also discusses certain audit procedures which are unique to an 
examination of a broker or dealer and provides guidance concerning the auditor’s 
report and the required supplementary report on internal accounting control.
Copies of the document may be obtained from the Institute’s order 
department.
Here is how one court viewed the issue of what constitutes temporary practice. 
Recently, the U.S. District Court for the Eastern District of Pennsylvania 
ruled that an out-of-state CPA firm was not entitled to recover $100,000 for 
services rendered in Pennsylvania because the firm failed to register with 
the State Board of Accountancy.
The plaintiff, a New Jersey CPA firm, maintained in its suit that services 
rendered on behalf of a client in Pennsylvania were merely “temporary,” thus 
falling within the temporary practice provision of the state accountancy statute. 
The Court didn’t agree, stating that the crucial phrase in the Pennsylvania 
accountancy statute is “temporarily practicing in this Commonwealth on pro­
fessional business incident to his regular practice outside this Commonwealth.” 
The Court stated that “there is nothing temporary about accounting 
services which allegedly spanned more than a year and which cost $100,000.”
For further information, see the February Journal of Accountancy.
An exposure draft of a statement of position on “Accounting by Hospitals for 
Certain Marketable Securities” has been issued for comment by the AICPA’s sub­
committee on health care matters. The following are its principal features:
□  States that Financial Accounting Standards Board Statement No. 12, 
Accounting for Certain Marketable Securities, should be applied to both 
investor-owned and not-for-profit hospitals. Statement No. 12 indicates 
that it does not apply to not-for-profit organizations.
□  Amends and clarifies certain portions of the Hospital Audit Guide.
□  Clarifies how FASB Statement No. 12 is to be applied to hospitals.
Comments on the draft are due by February 4. Copies are available upon 
request from Ed Mazur at the AICPA’s Washington office, 1620 Eye Street, N.W., 
Washington, D.C. 20006.
The Internal Revenue Service recently announced that certain forms relating to 
pension benefit plans do not have to be filed for taxable years that began 
in 1976. The forms are as follows:
□  Form 5501 — Summary Statement for Two or More Employee Pension 
Benefit Plans.
□  Form 5504 — Statement in Support of Deduction for Payments to Defined 
Benefit and Defined Contribution Plans.
□  Form 5505 — Statement in Support of Deduction for Payments Made on Behalf 
of Self-Employed Individuals to Defined Benefit and Defined Contribution 
Plans.
The IRS noted that these changes in the filing requirements apply only to 
taxable years which began in 1976.
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Washington Briefs The Securities and Exchange Commission recently issued a final “safe harbor”
rule for the replacement cost data in financial statements. In ASR No. 203, 
the SEC said that an individual seeking to establish that there has been a violation 
of the antifraud provisions of the securities laws must show that the 
replacement cost data was (1) prepared without a reasonable basis, or (2) not 
disclosed in good faith.
The SEC has requested public comments on the proposal to expand disclosure 
requirements in registration and annual reporting Forms 20 and 20K for certain 
foreign companies whose securities are registered in this country. Comments 
are to be filed by February 28.
Administrative proceedings against professionals should be conducted in public, 
SEC Enforcement Director Stanley R. Sporkin said recently. Mr. Sporkin 
stated that society would not tolerate a private criminal proceeding and neither 
does he feel that administrative proceedings should be private.
The IRS has issued the first and second volumes of the 1976 Package X, which 
contains informational copies of federal income tax forms. The package is 
available for $2.60 for Volume I and $2.25 for Volume II from the GPO.
The IRS has announced an optional early filing date for annual returns for 
employee pension benefit plan years ending on or after December 31, 1976. Forms 
involved are Forms 5500, 5500C and 5500K, and the optional filing date 
will be reflected in the instructions accompanying the 1976 Series 5500 annual 
return forms, expected to be issued shortly.
The Institute’s federal taxation division has filed a letter with the IRS, expressing 
concern over the meaning of Rev. Rul. 76-453 (IRB 1976-47) which deals with 
examples of transportation expenses. Essentially, the ruling says that, as of 
January 1, a trip from home directly to a client’s location, except for “a distant 
city,” isn’t deductible travel. Moreover, if the employee is reimbursed for 
the trip, the reimbursement is taxable income subject to withholding tax. 
Recently, the IRS said the effective date of the ruling would be delayed 
until April 1.
The 1976 Annual Report of the U.S. Small Business Administration has been 
issued. It covers the activities of the SBA through June 1976; and of special 
interest is the section dealing with the “state of small business.” Copies are 
available from the GPO (S/N 045-000-00147-4) at $1.25 each.
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Federal Control of 
Accounting 
Standards 
Proposed
SEC’s Disclosure 
Group Adopts 
More Conclusions
The CPA Letter
A Semimonthly News Report Published by the AICPA
A staff report of the Senate Subcommittee on Reports, Accounting and 
Management advocates that the federal government establish accounting and 
auditing standards as they relate to publicly-owned companies. “Accounting 
issues are too important to be left to accountants alone,” states the report. The 
following are some of the other conclusions in the study, which was conducted 
under the aegis of subcommittee Chairman Senator Lee Metcalf (D-Mont.):
□  The federal government should periodically inspect the work of independent 
auditors for publicly-owned corporations.
□  Strict standards of conduct should be promulgated and enforced by the 
federal government for auditors of corporate financial statements subject to 
federal securities laws.
□  The country’s 15 largest accounting firms should report basic operational and 
financial data annually.
□  The federal government should act “to relieve excessive concentration” in the 
supply of accounting and auditing services to major corporations.
□  Competition among accounting firms should be increased. Methods suggested 
are periodic mandatory changes in auditors or requiring that more than
one accounting firm be on the annual meeting ballot for election.
□  Firms that act as independent auditors should be retained by the federal 
government only for auditing and accounting services; not for MAS work.
Copies of the 1760-page report, “The Accounting Establishment,” are avail­
able at $12 each from the Government Printing Office, Washington, D.C. 20402.
The SEC’s Advisory Committee on Corporate Disclosure adopted several broad 
conclusions at its meeting last month. They include the following:
□  The SEC should accept the premise that the major users of disclosure 
statements are reasonably sophisticated investors and analysts. Thus, the 
commission should not be deterred from requiring disclosure of corporate 
profit projections and certain other “soft” data.
□  The primary function of corporate disclosure is “to assure the public avail­
ability in an efficient and reasonable manner on a timely basis of reliable 
firm-oriented information necessary to informed investment, disinvestment, 
and corporate suffrage decision-making.”
□  The SEC should not make disclosure policy on an ad hoc basis. Instead, 
it should set disclosure guidelines through rule-making procedures.
□  When possible, the SEC should set rules spelling out in quantitative terms 
exactly when companies should disclose certain data.
□  Disclosure should be “firm-oriented”; the company should not be required to 
analyze its business in the light of the broader economic picture.
Also, the committee has set dates for future open meetings to be held in 
February and March at 500 N. Capitol St., Room 776, Washington, D.C.:
□  February 7-8 — Discussion of liability provisions of the federal securities laws 
and their impact on the quality of disclosure.
□  March 10-11 — Discussion of socially relevant disclosure (social audit.)
- 2 -
AISG Issues 
Two More Studies
Independence of Auditors and Audit Committees are the titles of the latest 
publications of the Accountants International Study Group. This group makes  
comparative studies of accounting thought and practice in Canada, the United 
Kingdom and the U.S.
The first study examines the concept of independence and compares the 
pronouncements, regulations and methods of applying independence standards in 
the respective accounting professions. The study outlines criteria for estab­
lishing such standards and discusses the types of relationships that would impair 
independence or its appearance. The study concludes that, as a basic guideline 
to independence, the auditor should avoid the following:
□  Any direct or significant indirect financial interest in any client.
□  Serving as a director of a client or becoming involved in any relationships 
where it can be construed that he is part of management or in its employ.
□  Other business, personal or family relationships with clients where there is the 
likelihood that they would impair or appear to impair independence.
□  Any situation in which the fee received from any one client makes up a 
significant portion of the total fee income of the auditor.
The study on audit committees notes that there is widespread use of such 
committees in Canada and the U.S. They have yet to gain general acceptance 
in the U.K., but there is evidence of growing interest. The study traces the 
development of audit committees and discusses the current regulations affecting 
their appointment and operations. Some of the study’s conclusions follow:
□  All publicly-owned corporations should establish audit committees and 
committees should be considered by other bodies with public responsibilities.
□  Committee membership should consist principally of outside directors.
□  The annual report should note the committee’s existence and identify its 
members.
□  The board of directors should approve a statement of the committee’s 
objectives and specific responsibilities.
Copies of the studies will be sent to members of the Accounting Research 
Association. Others may obtain copies from the Institute’s order department, in 
early February, at $3.00 each; $2.40 to members of the AICPA.
Accountants’ 
Starting Salaries 
Soar in Past 
Decade
In the 1966-76 decade, a typical bachelor’s degree accounting graduate’s earnings 
rose from about $594 per month to $1,033 — a jump of 74 percent. Starting 
salaries for accounting master’s degree graduates also jumped about 75 percent — 
from $700 per month to an average of $1,224.
According to Northwestern University’s 1977 Endicott Report, starting 
salaries for accountants have indeed come a long way. The 31st Annual Endicott 
Survey, which deals with employment trends for college graduates, polled 215 
major companies throughout the country. The report also showed the following:
□  A significant increase in the need for college graduates.
□  Engineering and accounting graduates continue to be in greatest demand with 
starting salaries up in all fields.
□  Approximately half of all new college graduate employees can expect a six 
percent salary increase in the first six months.
Single copies of the survey may be obtained from Victor Lindquist, Director 
of Placement, Northwestern University, Evanston, Ill. 60201.
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Conference 
Focuses on 
Current SEC 
Activities
SEC Expands 
Use of Short 
Registration 
Forms
More than 500 CPAs and lawyers involved with SEC filings attended the AICPA’s 
Fourth National Conference on Current SEC Developments held earlier this 
month. The two-day program, held at Washington’s Statler-Hilton Hotel, focused 
on new reporting and compliance developments, and included lectures and 
panel discussions.
Speakers included Representative John E. Moss (D-Calif.); Harvey L. Pitt,
SEC general counsel; Mary E. T. Beach, associate director of the SEC’s division of 
corporate finance; and A. Clarence Sampson, acting chief accountant of the SEC.
Sampson discussed a wide range of subjects including replacement cost 
accounting, preferability of an accounting change, accounting for extractive 
industries and possible new regulations to tighten internal control requirements 
by public companies. He also added that he was relatively certain that legislation 
would be reintroduced in Congress in 1977 relating to illegal or questionable 
payments and internal controls.
“I would prefer that the FASB promulgate in a timely and judicious manner 
those accounting standards which will result in the presentation of accurate, 
relevant and timely information in public financial reports . . . ," said Representa­
tive Moss, chairman of the House Subcommittee on Oversight and Investigation.
The congressman declared, however, that “nowhere in our system of 
corporate accountability do the shareholders, whose capital is at risk, receive 
assurances that the accounting principles management has selected most fairly 
reflect its transactions, practices and the overall financial position of the 
corporation.” He said that this was the “primary deficiency” his subcommittee 
found in accounting standards for corporate financial reports.
He also said that the subcommittee’s report (Federal Regulation and 
Regulatory Reform) envisions a partnership, not an adversarial relationship, 
between the public and private representatives of the accounting profession 
and that its recommendations could be implemented in a way that would be 
supportive of both the FASB and SEC.
The conference’s panel sessions also focused on several subjects of interest 
to CPAs. Topics included interim financial reporting, revisions of certain SEC 
forms, recent legal developments and disclosure of certain replacement cost data.
For further information, see the February Journal of Accountancy.
The SEC has adopted amendments to Forms S-7 and S-16 “to allow their use by a 
greater number of companies offering and selling their securities to the public.”
Among the principal changes on the forms is the elimination of the require­
ment that a majority of the registrant’s board of directors must have served 
during the prior three years; and of the requirement that the company must have 
income adequate to cover dividends paid for the prior five years.
The amendments also reduce the net income test to $250,000 for three 
of the last four years, including the most recent year, from the present require­
ment of $500,000 for each of the prior five years. And the amendments reduce the 
present 10-year test to a new three-year standard within which the company 
must not have had any defaults in the payment of any dividend or sinking fund 
installment, or installments on indebtedness.
The commission is also seeking comment, by February 18, as to the following:
□  Standards appropriate to “delimit the availability of Form S-16 for primary 
financings by issuers meeting the tests in the rule as to the use of Form S-7.”
□  Kinds of limits which should be placed on the type or amount of securities 
which can be registered on Form S-16 for a primary public offering.
□  Need for and possible content of additional disclosure items in a Form S-16, 
which would relate to direct offerings.
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Press Seminars 
Held on 
Conceptual 
Framework
FASB Board 
Member Named
AICPA Comments 
on Proposed 
Allocation 
Regulations
IRS Issues 
Temporary 
Regulations for 
Tax Preparers
The Financial Accounting Standards Board has held three press seminars on the 
two documents recently released relating to its project on the conceptual 
framework of accounting (see December 27 Letter).
The first seminar, held January 6 at New York’s Plaza Hotel, focused on the 
tentative conclusions on objectives and the discussion memorandum on elements 
of financial statements and their measurement. Two members of the FASB,
Oscar S. Gellein and Robert T. Sprouse, conducted the seminar after introductory 
remarks by FASB Chairman Marshall S. Armstrong. A conceptual framework 
for financial reporting comprises four main elements, they said:
□  Objectives — which give focus to financial reporting, such as being useful in 
making investment and credit decisions.
□  Building blocks — which “support the structure,” such as definitions (assets, 
liabilities, capital, expense and revenue), controlling elements (assets or 
liabilities or revenue and expense) and earnings and capital maintenance.
□  Measures — “some sort of monetary tags which measure financial size.”
□  Qualities of information — such as relevance, reliability and comparability.
The other seminars were held in Chicago and San Francisco on January 12 
and 24, respectively.
Ralph E. Walters, director of professional standards of Touche Ross International 
and a member of the board of directors of Touche Ross & Co., has been 
appointed a member of the Financial Accounting Standards Board.
According to John Biegler, president of the Financial Accounting Foundation, 
Mr. Walters will assume this position no later than April 1 ,  1977 and will serve 
until September 3 0 , 1978. This latter date represents the end of the unexpired term 
of Walter Schuetze, who resigned from the board last year. Upon the com­
pletion of his initial term, Mr. Walters will be eligible for appointment to a full 
five-year term.
In a letter to the Internal Revenue Service, the AICPA’s federal tax division 
commented on the agency’s proposed regulations on allocation and apportionment 
of deductions between domestic and foreign income. The letter said, in part, 
that the proposed regulation 1.861.8 on allocation and apportionment of deduc­
tions to gross income is “too complex, arbitrary, precise and rigid” and fails to 
deal with the problem of double taxation.
IRS Commissioner Donald C. Alexander, in a recent statement, said he would 
not make any predictions on whether the agency will issue final regulations 
in this area. Most of the comments received have been critical and recommend 
withdrawal and further revisions.
Temporary regulations (TD 7451) have been issued by the IRS to provide for the 
filing of an annual information return by income tax preparers in accordance 
with the Tax Reform Act of 1976.
Preparers must sign returns or claims for refunds on which they assist.
They are required to furnish a copy to the taxpayer and to keep a copy on file.
If more than one preparer is involved, the individual preparer “who has the 
primary responsibility . . .  for the overall accuracy of the preparation” is required 
to sign the return. Also, the preparer’s identification number is to be included 
on the return.
The civil penalties for failure to comply with these regulations apply to tax 
returns prepared after December 31, 1976. An information return (Form 5717) 
is required to be filed by preparers or their employers.
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ASR No. 150 
Backed at SEC 
Meeting
AudSEC Comments 
on Proposed 
ERISA Regulations
One AICPA 
Member Expelled: 
One Suspended
Earlier this month, the Securities and Exchange Commission held a roundtable 
discussion to hear public comment, invited in Accounting Series Release No. 193. 
The release dealt with the three questions about ASR No. 150 that were raised 
in the Arthur Andersen & Co. petition [see August Letter). The Andersen suit had 
called for revocation of ASR No. 150, which states that FASB rulings have 
substantial authoritative support.
The participants generally backed the status quo. Manuel F. Cohen, attorney 
with Wilmer, Cutler & Pickering, said: “I read it (ASR No. 150) as a disen­
franchisement of every other authoritative body.” Wallace E. Olson, Institute 
president, said that if ASR No. 150 were rescinded, the action would be perceived 
as weakening the support for the FASB and would have a drastic effect on 
the board’s viability.
For further information on the discussion, see the February Journal of 
Accountancy.
In a letter to the Department of Labor, the Institute’s auditing standards division 
has commented on proposed regulations under ERISA. In particular, the letter 
urges that Section 2520.103-8 be revised to clarify the following:
□  The nature of the data which may be excluded from the scope of an 
examination by an independent accountant.
□  Whether or not the plan is required to engage an independent accountant 
when all assets are held by a bank or insurance company.
□  The applicability of this section to plans sponsored by a bank or insurance 
company when such bank or insurance company prepares or certifies 
information as complete and accurate.
The letter, prepared by the pension fund task force, also emphasizes the 
responsibility of the Department of Labor to determine whether any restriction 
on the audit in conformity with generally accepted auditing standards is 
appropriate.
On another matter, the stockbrokerage auditing committee, in a letter to the 
Commodity Futures Trading Commission, has commented on the proposed 
rules for Future Commission Merchants Financial and Reporting Requirements.
In general, the letter urges that uniform financial reporting and uniform capital 
requirements be formulated for all futures commission merchants regardless of 
the contract markets in which they trade.
Copies of both comment letters are available from the Institute’s auditing 
standards division upon written request.
The membership of an Institute member was terminated on December 1 ,  1976, 
under the automatic disciplinary provisions of the Institute’s bylaws for con­
viction of bribery of public officials, submission of false statements to a govern­
ment agency and subscribing to a false income tax return. Because of extenuating 
circumstances, the chairman of the National Review Board has determined 
that this notice not mention the member’s name.
Also, the membership of Fred J. Sublette of Austin, Texas, was suspended 
from September 10, 1976, to December 14, 1976, under the automatic disciplinary 
provisions of the Institute’s bylaws. The action was coincident with the 
suspension of his CPA certificate for a similar period by the Texas State Board 
of Public Accountancy for violation of that body’s rules of professional conduct 
in connection with the preparation of an audit report. The financial statements 
with which the report was associated were found by the Board not to conform to 
generally accepted accounting principles and appropriate disclosure of material 
departures from generally accepted accounting principles was not made.
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Washington Briefs The AICPA federal tax division has filed comments on the proposed IRS
regulations on reserves for losses on loans for banks. The comments recommend 
deletion of the requirement for minimum addition to bad debt reserves. Also, 
regarding procedures for a change in accounting method, reserves should be 
established as of the beginning of the year of change and that other provisions of 
proposed Reg. Sec. 1.585-2 apply to that year.
The Civil Aeronautics Board has adopted a CAB/SEC single reporting system 
designed to simplify carrier financial reports. The revisions will enable many air 
carriers to use their CAB reports to meet similar reporting requirements of the 
SEC. For further information, see the January 3 Federal Register.
The SEC has released Staff Accounting Bulletin No. 13. It deals with changes 
in SAB 6; real estate acquired in settlement of loans; interpretations of ASR Nos. 
177,190 and 188. Copies are available from the SEC’s publications section at 
500 N. Capitol St., Washington, D.C. 20549.
The CASB has proposed an amendment to Part 331 of its regulations governing 
contract coverage. Comments are due by February 28. For further information, 
see the December 29 Federal Register.
The Small Business Administration has released two new management aids — 
Inspection on Defense Contracts (No. 228) and Cash Flow in a Small Plant 
(No. 229). Copies of both guides are available free from SBA field offices or SBA 
Washington headquarters (202/724-1703).
The Commerce Department, in Release No. 34-13100, has issued technical 
amendments to the recently adopted Financial and Operational Combined Uni­
form Single Report (FOCUS). The amendments are designed to facilitate the 
application of a streamlined system of financial and operational reporting and to 
further reduce the amount of reporting required of brokers and dealers. 
Comments on the proposal are due by February 28.
Additional guidelines dealing with certain provisions of the Tax Reform Act of
1976 have been issued by the Treasury Department. They relate to the denial 
of certain tax benefits for participating in or cooperating with international 
boycotts. A new part “N,” which relates to the computation of the foreign tax 
credit, is also included. For further information, see the January 5 Federal 
Register.
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SEC Proposes 
Rules on 
Questionable 
Payments
AudSEC Issues 
Interpretations on 
Lawyers’ Letters
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Securities and Exchange Commission recently proposed sweeping new rules 
to combat corporate bribery. The proposals, if adopted, would achieve, by 
administrative action, most of the accounting aspects of what the SEC proposed 
as legislation last year to deal with questionable payments, but which was 
not enacted.
Specifically, the proposed rules would require SEC regulated companies to 
establish “an adequate system of internal accounting controls” that would 
provide “reasonable assurance” that management knows what is occurring within 
the company. The proposals would also make it illegal for directors, officers or 
shareholders to lie to or mislead public accountants in connections with an 
audit of the company.
One major change from the unsuccessful bribery legislation introduced last 
year is that the proposals dealing with lying to accountants would now apply 
only to top corporate officials, directors and shareholders. Under the previous 
proposal, anyone giving information to auditors, including bankers, customers 
and creditors, would have been exposed to possible legal sanctions if the 
information proved incorrect.
On other issues, companies would be required to maintain books and records 
that “accurately and fairly reflect” their financial activities; the falsification 
of company records would be illegal. Also, questionable or illegal payments, 
together with the corporate officials involved, would have to be disclosed in 
proxy statements given to stockholders if the information hadn’t been previously 
filed with the SEC and given to stockholders in other stockholder reports.
Comments are due by March 11, and should refer to File S7-671. They should 
be directed to George A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549.
The Institute's auditing standards executive committee has issued five auditing 
interpretations relating to lawyers’ letters. Four involve SAS No. 12, “Inquiry of a 
Client’s Lawyer Concerning Litigation, Claims and Assessments;” the other 
deals with SAS No. 10, “Limited Review of Interim Financial Information.” 
Briefly, the interpretations consider the following issues:
□  Inquiring of a client’s lawyer concerning litigation, claims and assessments 
in a limited review of interim financial information.
□  Requesting the client to specify the date by which the lawyer’s response 
should be sent to the auditor.
□  The relationship between the date of the lawyer’s response and the date of the 
auditor’s report.
□  How a client’s inquiry letter may be worded in a case where the client believes 
there are no unasserted claims or assessments to be included.
□  Reviewing documents at the client’s location when such documents may be 
subject to the lawyer-client privilege.
The interpretations will be printed in the March issue of the Journal of 
Accountancy.
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The following staff drafts of proposed Cost Accounting Standards have been 
distributed for comment in keeping with the research program of the Cost 
Accounting Standards Board:
□  “Allocation of Material-Related Overhead Costs” — The draft is intended to 
provide criteria and guidance for grouping material-related overhead costs into 
indirect cost pools and allocating them to final cost objectives. It would 
require that such costs be grouped and allocated on a basis that measures a 
characteristic of material, such as cost, number of units, weight or volume. 
Comments are requested by March 15.
□  “Accounting for Insurance Costs” — The purpose of the proposed standard is 
to provide criteria for measuring insurance costs, assigning these costs to 
cost accounting periods and allocating insurance costs to cost objectives. The 
draft does not make a distinction between “self-insurance” and the 
absence of insurance. Comments should be received by March 31.
The AICPA’s committee on liaison with the CASB has responded to two draft 
proposals that were issued by the CASB staff.
The committee agrees generally with the fundamental requirements, tech­
niques for application and illustrations in the staff draft on “Distinguishing 
Between Direct and Indirect Costs.” It stated, however, that it is not convinced 
that a separate standard is needed because existing definitions in the area 
are adequate and the operating circumstances to which the proposed standard 
would apply are very diverse.
On the CASB proposals to amend its rules and regulations relating to the 
definitions of “cost accounting practice” and “change in cost accounting practice” 
and dealing with “materiality in price adjustments,” the committee had several 
recommendations. Its primary concern was that the definition of “changes 
in cost accounting practice” was too broad. It recommended, among other things, 
that changes in certain organizational structures resulting from altered circum­
stances should not be treated as a “change in cost accounting practice.”
Copies of the comment letters are available from the Institute’s accounting 
standards division upon request.
Amendment 
Sought to 
State and Local 
Government Guide
The AICPA’s committee on state and local government accounting has issued an 
exposure draft of a proposed statement of position that deals with certain 
aspects of accounting for interfund transfers included in the audit guide, Audits 
of State and Local Governmental Units. 
Basically, the committee’s recommendations would broaden the types of 
funds covered by the third category of interfund transfers cited in the audit 
guide. This category is currently limited to recurring annual transfers between 
two or more budgetary funds. The proposal states that the category should 
be broadened to include transfers between funds other than budgetary funds, 
particularly transfers between a general or special revenue fund and an enter­
prise fund. The proposal also holds that the category should not be restricted to 
recurring annual transfers.
Copies of the exposure draft, on which comments are requested by March 15, 
may be obtained from the accounting standards division upon request.
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Prototype Report 
on U.S. Reviewed
Dates Set for 
1977 Practice 
Management 
Conferences
Research Papers 
on Accounting 
Standards Sought
At a recent meeting, a prototype annual financial report on the U.S. government 
was discussed by the Treasury Department’s advisory committee on federal 
consolidated financial statements.
The prototype report, entitled “United States Government, Consolidated 
Financial Statements,” is based on accrual accounting and uses data for fiscal 
year 1975. In the report’s preface, William E. Simon, then Secretary of the 
Treasury, says the report “is an attempt to apply the principles of business 
accounting to the business of government.”
At the meeting, it was announced that a second prototype report will be 
published by next June. It will be the final exposure before the final production 
model which is expected to be issued in February 1978 to cover fiscal 1977. 
Recommendations on valuation of assets and depreciation, tax accrual and 
inflation accounting were also discussed at the meeting.
Copies of the report may be obtained from Government Accounting Systems 
Staff, Bureau of Government Financial Operations, Treasury Annex No. 1, 
Room 412, Washington, D.C. 20226.
The AICPA’s management of an accounting practice committee will sponsor four 
practice management conferences in 1977. The general program material and 
scheduled dates are as follows:
□  Partnerships and Professional Corporations — partnership agreements, partner 
relations, division of responsibilities, partner compensation and management 
problems of a professional organization. Denver, August 29-30.
□  Firm Administration — planning and control, staff scheduling, data processing 
applications and management of time. Denver, September 1-2.
□  Practice Growth and Development — case study on practice growth, MAS as a 
source of growth, planned specialization and client-centered practice 
development. Washington, D.C., September 29-30.
□  Personnel — selection and recruitment of personnel, utilization and motivation, 
personnel evaluation, and effective communications with employees.
New Orleans, October 27-28.
In announcing the new program, the committee noted that the 1976 sessions 
had a 32 percent increase in attendance over those in 1975. Full details on the
1977 series will be available in June. In the meantime, further information can 
be obtained from the member relations division.
The Financial Accounting Standards Board has invited interested persons and 
organizations to submit research papers on the economic consequences of 
financial accounting standards. Criteria for the papers include:
□  The direct value of financial data in its intended uses and the direct costs of 
accounting are excluded from the present scope. The concern of the program 
is economic side effects.
□  The consequences may result directly from the decisions of managers of 
reporting entities or may follow directly from the actions of market partici­
pants. Both microeconomic and macroeconomic consequences are of interest.
□  Hard evidence of consequences are of particular interest to the FASB.
□  Topics related to specific existing or proposed accounting standards or 
principles are most likely to be of interest.
□  Both desirable and undesirable economic consequences are relevant.
Papers should be directed to George Staubus, director of technical activities 
and research, FASB, High Ridge Park, Stamford, Conn. 06905. Selected papers 
will be presented at a conference on the economic consequences of accounting 
standards to be held in March 1978 at the FASB.
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SEC Major Issues 
Conference Backs 
Private Standards
AICPA’S Position 
on ESOPs to Serve 
as Guideline
Slide Show on 
Tax Reform Act 
Now Available
AICPA Member 
Suspended
It was the “strong feeling” of the 64 participants in the recent SEC Major Issues 
Conference (see December 27 Letter) that the formation of both accounting 
and auditing standards remain in the private sector. The group’s consensus on a 
number of issues relating to accounting and auditing follows:
□  There is no better alternative to generally accepted accounting principles 
available and GAAP should be considered a living and changing body of 
principles that constitute an appropriate framework for the fair presentation 
of financial statements.
□  Continuing efforts should be made to reduce the number of accounting 
alternatives so as to achieve greater comparability across companies.
□  Transferring the accounting formation from the FASB to the government 
would not in any way reduce the complexity and inherent difficulty in the 
formation of accounting standards and could result in political influences.
□  The present posture of leaving the development of accounting standards to the 
FASB with oversight responsibilities in the commission is appropriate.
Among the accounting participants at the conference were Sidney Davidson, 
professor of accounting, University of Chicago; Wallace E. Olson, president, 
AICPA; Marshall S. Armstrong, chairman, FASB; and John C. Burton, deputy 
mayor of New York City.
For further information about the conference, see the March Journal of 
Accountancy. The SEC has also released a summary report on the conference, 
copies of which are available from the SEC’s publications section at 500 N.
Capitol St., Washington, D.C. 20549.
Last December, the Institute’s accounting standards division submitted Statement 
of Position No. 76-3, Accounting Practices for Certain Employee Stock 
Ownership Plans, to the FASB for its consideration (see December 27 Letter).
The board recently advised the Institute that the matters covered by the 
statement, insofar as they relate specifically to ESOPs, have not been placed on 
the board’s agenda and the board has no present plans to add them to the 
agenda. However, the FASB noted that accounting for ESOPs by the sponsor 
involves significant accounting issues, a number of which are similar to 
accounting for pension costs, a project placed on the board’s agenda prior to 
receiving the statement.
In light of the FASB’s response, this statement of position, although not 
enforceable under the Institute’s code of professional ethics, will serve as a 
guideline in this area.
The AICPA’s public and state society relations division has prepared a 15-minute 
slide presentation on the Tax Reform Act of 1976, suitable for delivery before 
civic, fraternal and other local groups. The script for the presentation covers 
major changes brought by the new tax law, applicable to preparing 1976 
returns and to future tax planning.
The material, which is aimed at the general public, is available at $25 per 
package from the Institute’s public and state society relations division.
The membership of an Institute member was suspended under the automatic 
disciplinary provisions of the Institute’s bylaws for eight months coincident with 
the suspension of his CPA certificate by his state board of accountancy for 
failure to file his state income tax return. Because of extenuating circumstances, 
the chairman of the National Review Board has determined that the member’s 
name not be published.
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Current Topics
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R & D Costs
Sommer Engaged 
as AICPA 
Special Counsel
The Advanced Management Program for CPA Firm Partners will be offered again 
by the AICPA and the Wharton School of the University of Pennsylvania.
It will be held June 13-22 at the university’s Philadelphia campus. The adjacent 
Hilton Hotel will be used for housing. Registrations will be limited to 40.
The nine-day program, which is not oriented to practice management, will 
provide exposure to subjects of critical importance to firm clients. Participants 
will learn about significant trends in economics, finance and management that 
their clients are likely to face this year; what to consider in dealing with 
these trends and how to advise clients about them. Sources for responding to 
client requests for information on economic and financial subjects will be dis­
cussed. In the past, this program has proved equally attractive to partners from 
both large and small firms.
Faculty members are nationally-known in their fields and have a working 
knowledge of the public accounting environment. For a detailed program outline 
or registration information, contact Linda Ostler in the AICPA’s continuing 
professional education division, telephone: (212) 575-7644.
The AICPA’s continuing professional education division is planning a new series 
of lecture programs that will deal with late developments on current issues.
The CPE division will present, in cooperation with state societies, a series of 
presentations on various “hot topics” as they develop. The material from the 
lectures will also be made available for local presentation. Subsequently, seminars 
will be developed dealing with practical applications of each topic. The newly 
adopted concept envisions self-study materials for individual use later.
The first in the series is Accounting for Leases, FASB Statement No. 13.
It will be presented in Las Vegas on March 25, Dallas on April 7, Philadelphia on 
April 22, Chicago on May 2, Atlanta on May 11, and New York on May 16.
A panel of speakers at each session will examine the economic impact of 
FASB No. 13, accounting for lessees and lessors, sale and leaseback transactions, 
and other topics of interest to practitioners.
For further information about the leases series, including registration, 
contact the state societies related to the cities involved in the presentation.
The International Accounting Standards Committee has released an exposure 
draft of a proposed international standard on accounting for research and 
development costs (draft No. 9).
The exposure draft states that in most cases research and development costs 
should be treated as expenses in the period in which they are incurred. However, 
recognition is given to situations in which development costs may be deferred 
and recovered from future revenue. Restrictive criteria are set forth to identify 
situations in which deferral is permitted. They require demonstration that the 
product or process is technically and commercially feasible and that the enter­
prise has adequate resources to make it available for sale. The position on 
deferral is contrary to FASB Statement No. 2, which calls for immediate 
expensing of all R & D costs.
Copies are available from the AICPA’s international practice division.
Upon recommendation of the AICPA Board of Directors’ committee on legislative 
policy, A. A. Sommer, Jr., has been retained as special counsel to assist the 
Institute in presenting the accounting profession’s views in Washington during 
the coming months. Mr. Sommer is currently a partner in the law firm of 
Jones, Day, Reavis & Poque.
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Washington Briefs The Treasury Department recently issued interim regulations implementing
the new audit requirements under the Revenue Sharing Act amendments passed 
last year. Independent audits are required of local governmental units receiving 
entitlements of more than $25,000.
The SEC, in ASR No. 206, announced final amendments to reporting Forms 8-K, 
10-Q and 10-K. The changes are intended to reduce the amount of 8-Ks required 
to be filed by transferring certain items from that form to Form 10-Q. Amend­
ments to Form 8-K are effective for events occurring after February 28, 1977; 
amendments to 10-Q are effective for quarterly periods beginning after last 
December 31; and the amendments to Form 10-K are effective for reports filed 
after last March 31.
The Pension Benefit and Guaranty Corporation has issued amendments to the 
interim regulations on valuation of plan benefits and on allocation of assets. The 
amendments to the valuation of plan benefits provide rates for plans which 
terminated on or before last August 31. The amendments concerning allocation 
of assets allow establishment of subclasses based on length of service, age, 
or disability of a participant.
Before leaving office, former Treasury Secretary William E. Simon released a 
230-page Treasury study, “Blueprint for Basic Tax Reform.” The proposal 
advocates taxing consumption or “cash flow” rather than income. Copies of the 
study (048-004-01390-8) are available at $2.85 each from the Government 
Printing Office, Washington, D.C. 20402.
The Internal Revenue Service, in TD 7456, adopted final regulations on the 
allocation and apportionment of deductions between domestic and foreign 
income. The regulations, as adopted, basically follow those previously proposed 
(see January 24 Letter).
The deadline for distributing summary descriptions of welfare benefit and some 
pension plans to participants, as required by ERISA, has been extended from 
March 31 to May 31, 1977.
The Federal Trade Commission has denied the request of 182 companies that they 
not be required to file the controversial 75-76 line-of-business questionnaire.
In addition, the companies requested that the FTC quash its order for them to file 
the latest form, but that, too, was denied. The FTC also extended the deadline 
for filing LB reports until April 1.
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A Semimonthly News Report Published by the AICPA
The Institute’s subcommittee on nonprofit organizations has exposed a 
discussion draft on tentative accounting principles and reporting practices for 
nonprofit organizations that are not covered by existing audit guides. Comments, 
which are due by June 30, will help the subcommittee in preparing an 
exposure draft of a statement of position.
The discussion draft includes tentative conclusions on over 30 accounting 
issues and also includes illustrative financial statements. Among the tentative 
conclusions are:
□  The accrual basis of accounting would be required for nonprofit organizations 
that report on the basis of generally accepted accounting principles.
This basis is generally regarded as offering a fairer presentation of financial 
data than a cash basis, which reports transactions only when money 
changes hands.
□  Donated services would be reported as support and expense when the 
service is a normal part of the operations and otherwise would have to be 
performed by a salaried employee.
□  Donated materials and facilities that are significant would be recorded as 
revenue and expense during the period used. A grant to others would be 
recorded as an expense and liability at the time the recipient is entitled to it.
□  Fixed assets would be depreciated over their estimated useful lives. An 
organization that maintains art collections, scientific exhibits and information, 
may capitalize them using cost if purchased or fair market value if donated.
The AICPA’s thirteenth annual conference on computers and information 
systems will be held May 16-19 at the Hyatt Regency O’Hare in Chicago. The 
3½-day conference will deal with various aspects of computer-based business 
systems.
Subjects to be covered include: basic computer auditing, audit and control 
of advanced computer systems, remote computing, EDP in accounting practices 
and evaluation of internal control in EDP systems. Professor Brandt Allen, 
of the University of Virginia, will deliver the keynote address on the lessons to 
be learned from major computer frauds.
Registration is $195; additional registrants from the same firm are $175 each 
— through the Institute’s meetings department.
The Internal Revenue Service, in Rev. Proc. 77-9, has issued procedures for 
obtaining determinations as to whether a particular operation constitutes 
participation in the Arab boycott. The Tax Reform Act of 1976 denies certain 
benefits to international boycott participants, and provides for the Secretary 
of the Treasury or his delegate to issue determinations, upon request, as to 
whether an operation constitutes such participation.
Requests for determination should be directed to: Commissioner of Internal 
Revenue, Attention: T:C:C:3, Washington, D.C. 20224.
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Extensive revamping of the SEC’s disclosure policies is recommended in a 
report recently issued by the AICPA special committee on the SEC disclosure 
study. The report concerns three aspects of current financial disclosure:
SEC disclosure requirements that can perhaps be eliminated, additional dis­
closure that may be desirable, and additional auditor involvement that may be 
desirable.
In probably the most fundamental conclusion reached by the committee, 
the report recommends that the content of financial statements be determined 
only by generally accepted accounting principles and that the SEC not establish 
financial statements requirements beyond those of GAAP, except for certain 
emerging problem areas. Other report recommendations include:
□  SEC Regulation S-X should be substantially modified to remove many 
duplications and unnecessary modifications of GAAP, and many demands for 
data not now required for full and fair disclosure under GAAP.
□  Financial disclosures not called for by GAAP should, if considered necessary 
by the SEC, be reported somewhere other than in the financial statements.
□  The FASB should be given the opportunity to deal with emerging practice 
problems initially unless the FASB’s response time is too long. If the SEC 
issues an interim solution, it should be withdrawn when GAAP have been 
developed to deal with the problem.
□  Certain additional types of supplementary data might be required if found to 
be beneficial after further study, including historical interpretative data, 
forecasts and projections of financial data and industry and economic 
information.
□  Any recommendations by the SEC advisory committee as to SEC action to 
extend auditor involvement should await the Cohen commission report
on auditors’ responsibilities.
□  Protection to preparers and auditors of data should be based on compliance 
with sound, unambiguous standards that users can understand.
The report has been submitted to the SEC advisory committee on corporate 
disclosure.
In a further series of tentative conclusions (see January 24 Letter), the Securities 
and Exchange Commission’s Advisory Committee on Corporate Disclosure 
has urged the SEC to encourage corporate management to make projections of 
future performance. Management, it added, should also have some liability 
protection if the forecasts prove inaccurate, and a safe harbor rule should be 
adopted. Other tentative conclusions by the group include:
□  The SEC should require companies to break down their results by homoge­
neous geographic and industry segments, in interim as well as annual reports.
□  The commission should recognize the current inadequacy in the way 
corporations explain their results and should insist that the data become 
more meaningful and forward-looking.
□  The SEC should force companies engaged in long-range projects to reduce 
the uncertainty of their financial statements by describing economic 
assumptions and accounting methods.
The advisory committee said these conclusions, perhaps modified, will be 
part of the committee’s final report, which will be submitted to the SEC in June.
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The Securities and Exchange Commission recently said it will review all written 
comments submitted on the Financial Accounting Standards Board’s 
discussion memorandum on extractive industries (see January 10 Letter). 
Moreover, in its Release No. 33-5801, it said that it will have a representative 
present at the FASB’s public hearing on the subject March 30, and that it 
would solicit public comment on whether it should reply if the FASB promulgates 
a standard.
The Energy Policy and Conservation Act authorizes the SEC “to rely on 
accounting practices developed by the FASB if the SEC is assured that the 
practices will be observed to the same extent as would result if the SEC had 
prescribed the practices by rule.” The commission noted that it considers 
the FASB’s proceedings to be “extremely important in meeting its responsibilities 
under the act.”
Comments on the FASB memorandum had been requested by the board by 
March 7, and interested parties are invited to file their comments with the SEC, 
Washington, D.C. 20549, referring to File No. S7-673.
The Cost Accounting Standards Board recently issued proposed Standard No. 413 
on the adjustment and allocation of pension cost. It would establish the basis 
for assigning actuarial gains and losses to cost accounting periods, the basis for 
valuing the assets of a pension fund and the basis for allocating pension costs 
to segments of an organization. Comments are due by April 25.
The board also proposed an amendment to Standard No. 331, Contract 
Coverage, which would provide criteria for determining the meaning of “cost 
accounting practice” and “change to either a disclosed cost accounting practice 
or an established cost accounting practice.” In addition, the proposal 
would provide criteria to assist the contractor and government representatives 
in making materiality determinations. Comments are due by April 8.
Mounting pressures in Washington — especially in Congress — may lead to new 
and burdensome regulation affecting the professional practice of accountancy. As 
part of a program of positive and coordinated action, the AICPA Effective 
Legislation Committee has been formed under the provisions of the Federal 
Election Campaign Act. Organized and operated on an independent basis, the 
committee will provide financial assistance to the candidacies of qualified 
incumbents for election to Congress, who, in the committee’s judgment, are in 
general agreement with the interests of CPAs.
According to Michael Chetkovich, president of the committee, “a major part 
of the problem lies in the fact that many members of Congress do not 
understand the nature of accounting and auditing and the role of the accounting 
profession.”
This type of committee is dependent upon individual voluntary 
contributions. A letter from Mr. Chetkovich and a descriptive brochure is being 
sent to all members of the Institute seeking their financial support for this 
new effort.
The Internal Revenue Service recently lost another round in its efforts to gain 
access to accountants’ workpapers. The 10th Circuit Court of Appeals affirmed on 
February 15 a District Court refusal to enforce a summons directing Coopers 
& Lybrand to produce its audit program and its accrual workpapers relating 
to the Johns-Manville Corporation (see January 1976 Tax Adviser). The 
government had appealed the lower court’s order.
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Washington Briefs President Carter has chosen Jerome Kurtz, a Philadelphia tax lawyer, as
commissioner of Internal Revenue, replacing Donald C. Alexander. Mr. Kurtz, a 
partner in the firm of Wolf, Block, Schoor & Solis-Cohen, served as the 
Treasury’s tax legislative counsel from 1966 to 1968, preparing tax reform 
legislation that was enacted in 1969.
In Rev. Proc. 77-7, the IRS announced it will waive a violation of the LIFO 
inventory requirements for taxpayers who are required by the SEC to furnish 
replacement cost information in financial statements. The waiver is for tax years 
ending on or after December 25, 1976, but not on or after December 25, 1977.
In Rev. Ruling 77-50, the IRS announced that a taxpayer may value his LIFO 
inventory at cost for income tax purposes while valuing it at the lower of LIFO 
cost or market for financial reporting purposes.
The Department of Housing and Urban Development has issued for comment a 
handbook, “Audit Guide for Mortgagors Having HUD Insured or Secretary 
Held Multifamily Mortgages.” The publication prescribes the general audit 
requirements that independent public accountants shall comply with in conducting 
the annual audits of multifamily mortgagors. Comments are due by March 7.
The SEC recently released Staff Accounting Bulletin No. 14. It deals with 
revisions to SAB No. 6 involving reporting requirements for accounting changes 
—the “preferability” rule.
The Small Business Administration has proposed amendments to the small 
size standards regulations aimed at clarifying and modifying size determinations. 
Essentially, the proposals deal with protests against size determinations made 
on individual businesses and the procedures to be followed for reconsideration 
of such determinations. Comments are due by March 11.
“Guidelines on Voluntary Termination,” reflecting the view of the Pension 
Benefit Guaranty Corporation as to whether voluntary termination of single 
employer plans is appropriate in certain circumstances, has been released. For 
further information, call 202/254-4817.
The IRS recently announced that the effective date of Rev. Rul. 76-453 dealing 
with examples of transportation expenses has been delayed to July 1. Previously, 
the ruling was to have taken effect April 1.
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The Financial Accounting Standards Board has issued interpretations on two 
of its previously issued statements.
Interpretation No. 16, “Clarification of Definitions and Accounting for 
Marketable Equity Securities that Become Nonmarketable,” concerns FASB State­
ment No. 12. It deals with the clarification of the terms “marketable” and 
“restricted stock” as used in the statement. Also clarified is whether a new cost 
basis should be assigned when a marketable equity security becomes non­
marketable if its market value is less than its cost at that time.
Interpretation No. 17, “Applying the Lower of Cost or Market Rule in 
Translated Financial Statements,” is an interpretation of FASB Statement No. 8. 
This document clarifies the determination of “market” when applying the rule 
of “cost or market, whichever is lower,” in translated financial statements. It also 
deals with the manner of reporting a writedown of inventory resulting from 
application of that rule in the translated financial statements.
The provisions of these interpretations are effective for financial statements 
for annual and interim periods ending after March 15, 1977.
Copies of the interpretations are available, at $1.00 each, from the FASB,
High Ridge Park, Stamford, Conn. 06905. The complete texts will appear in the 
May issue of the Journal of Accountancy.
The Institute’s accounting standards division will issue a statement of position on 
March 31, which proposes changes to the AICPA Industry Audit Guide on 
Audits of Investment Companies. The amendments give effect to developments 
that have occurred since the guide was initially published in 1973. The statement 
was prepared for consideration by the Financial Accounting Standards Board.
The statement includes a discussion of money-market funds, suggests 
reporting formats suitable for reporting the changes in net assets of such funds 
and provides guidance as to the presentation of the per-share data included 
in the financial statements as “supplementary information.” Recommendations 
as to accounting and reporting for gains and losses on short-term investments 
are also provided.
The statement also recommends that sections of the guide dealing with put 
and call options be amended to take into account the substantive changes in 
the options market system. An expanded glossary, a discussion of industry 
practices, and recommendations on appropriate accounting and disclosure 
are also included.
In another area, the statement deals with accounting for organization 
expenses by newly organized open-end investment companies. Recommendations 
on the amortization of costs deferred by an investment company are provided.
The statement also proposes an amendment to the guide’s discussion on 
short-term investments to clarify the concept that all investments, including short­
term investments, be carried at amounts that approximate market or fair value.
Copies of the statement, which will also be included in a forthcoming reprint 
of the Audit Guide, will be available at $1.50 each from the order department.
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Health Care 
Committee 
Comments on 
Draft Legislation
The AICPA’s committee on health care matters has written to Senator Herman 
E. Talmadge (D-Ga.), chairman of the senate finance committee’s subcommittee 
on health. The subcommittee is drafting legislation similar to S3205, the 
Medicare-Medicaid Administration Reimbursement Reform Act, which was 
introduced during the last session.
The Institute committee’s comments to the senate subcommittee deal with a 
number of selected technical areas under consideration and, in particular, 
with the proposed requirement for a uniform system of accounts. The committee 
stated that it fully supported the goal of obtaining comparable financial infor­
mation, but that a uniform system of reporting is more appropriate for such 
purposes than a uniform accounting system.
Legislation applying the securities laws to issuers of municipal securities is 
expected to be introduced shortly by Senator Harrison J. Williams (D-N.J.). 
Senator Williams, chairman of the securities subcommittee, said that the 
Municipal Securities Full Disclosure Act of 1977 will generally parallel the 
Williams-Tower bill introduced last year, except for the addition of several new 
provisions designed to clarify the obligations and liabilities of issuers, under­
writers and others engaged in the distribution of securities.
The proposed legislation would authorize the SEC to establish uniform 
accounting practices to be followed by issuers and to assure that the disclosure 
documents reach investors.
Also, in the House, legislation that appears to be identical to last year’s 
Williams-Tower bill has been introduced by Representative John M. Murphy 
(D-N.Y.). Under the bill, certain municipalities with securities outstanding would 
be required to issue annual reports prepared in conformity with SEC-pro­
mulgated standards, but they would not be required to file them with the 
commission. The reports would include financial statements reported on by 
independent accountants as prescribed by the SEC.
The International Accounting Standards Committee has issued a discussion paper, 
“The Treatment of Changing Prices in Financial Statements: A Summary of 
Proposals.” The paper expands on a proposed standard issued last year (see 
January 12 , 1976, Letter] and discusses proposals made in IASC countries on 
the accounting treatment of changing prices. Appendices which briefly describe 
publications in these countries are also included.
Copies are available from the Institute’s international practice division.
AICPA Awards 
$22,000 in 
Scholarships
The Institute’s committee on minority recruitment and equal opportunity recently 
awarded $22,000 in 57 scholarships to students from 40 schools for the second 
semester of the 1976-77 academic year. Further announcements concerning grants 
to institutions and student scholarships are expected later this year, said 
Sharon L. Donahue, manager, minority recruitment.
Last year, more than $140,000 in scholarships was made available by the 
AICPA. This included $65,000 to 92 minority students attending 48 colleges. 
Another $75,000 was granted to eight predominantly minority institutions.
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Municipal Securities 
Legislation to be 
Introduced
IASC Issues 
Discussion Paper 
on Changing Prices
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Recent AICPA 
Publications
Study of 
Lawyer-CPA 
Relationship 
is Published
N.Y. State Seeks 
Internal Auditor 
(Director)
Working with the Revenue Code—1977 — This updated edition of the AICPA’s 
annual tax guide discusses provisions of the Code, troublesome tax situations and 
provides advice on IRS procedures. The material is drawn from recent Tax 
Clinic columns of The Tax Adviser. Price is $10; $8 to members.
The AICPA Membership Directory — This volume contains the names and 
addresses of all AICPA members as they appeared on the Institute’s records as 
of July 3 1 , 1976 (see September 13 Letter). Members who have not previously 
ordered this directory may wish to consider doing so now. Price is $10 to AICPA 
members.
Financial Report Survey 12: Illustrations of Accounting for Marketable Equity 
Securities — This publication is a survey of FASB Statement No. 12 in company 
annual reports. Excerpts from financial statements and related reports of 
independent auditors contained in recently published annual reports to share­
holders of business enterprises are presented in this publication to illustrate 
application of the statement. Price is $7.50; $6 to members.
Two MAS Special Reports—Energy Conservation Studies, Including Energy 
Audits and Environmental Cost/Benefit Studies — Both reports are summaries of 
workshops initiated by the MAS environmental accounting task force. Price 
is $2.50 each; $2 to members. (Available March 31.)
Accounting Trends & Techniques (1976) — The latest annual survey of accounting 
practices is based on an analysis of 600 stockholder reports ending between 
late February 1975 and the end of 1976. Specific examples and numerous 
comparative tables are given. Price is $30; $24 to members.
MAS Guideline Series No. 6—Guidelines for CPA Participation in Government 
Audit Engagements to Evaluate Economy, Efficiency, and Program Results — This 
publication is designed to help practitioners considering participation in gov­
ernment audits to perform such audits in accordance with GAO audit standards. 
Price is $4.50; $3.60 to members.
All publications are available from the Institute’s order department.
“Lawyers and Certified Public Accountants: A Study of Interprofessional 
Relations,” a statement prepared by the members of the National Conference of 
Lawyers and CPAs, has just been issued. It is published jointly by the 
Institute and the American Bar Association.
The objective of the publication is “to tell lawyers something about the 
professional responsibilities of CPAs — and to tell CPAs something about the 
professional responsibilities of lawyers.”
Copies of the publication are available at $2.50 each; $2 to members, from 
the Institute’s order department.
The New York State Department of Audit and Control has an opening for an 
internal auditor (director of internal audits) located in Albany and reporting to 
the state comptroller.
The director heads a unit that plans and conducts audits of the internal 
operations of the Department of Audit and Control, providing a review of financial 
transactions and management activities under the state comptroller’s supervision. 
Salary range is $32,600 to $36,700.
Resumes should be sent to: William C. Walsh, deputy comptroller, New 
York State Department of Audit and Control, Gov. A. E. Smith Office Building, 
Albany, New York 12236.
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SEC To Require 
More Data on 
Stockholders
Study on Measuring 
Social Performance 
Published
Four AICPA 
Members Expelled
Applications for 
FASB Technical 
Positions Sought
The Securities and Exchange Commission recently adopted rules that will provide 
more information about who really owns U.S. corporations. The regulations, 
which will take effect August 31, will require broader identification of share­
holders owning controlling blocks of stock in publicly-held companies.
The new rules make official the prior interpretation that an individual owning 
or seeking to acquire at least five percent of the company’s outstanding stock 
is considered a beneficial owner. Also, the new regulations would require bene­
ficial owners to disclose their citizenship, employment history and any 
criminal convictions.
The SEC also proposed, for comment, amendments to the new rules that 
would aid in their interpretation. Comments are due by April 15.
“The Measurement of Corporate Social Performance,” a study by the Institute’s 
committee on social measurement, has recently been published. This book 
is “a pioneering endeavor to assess the promise and problems of corporate social 
measurement and the role that CPAs may play in the process.”
The study deals with the characteristics of an ideal system of social meas­
urement, concluding that the only realistic approach is to develop an initial 
system which, besides being immediately valuable, will also allow for gradual 
movement toward the ideal. Discussion is also provided as to the practical 
problems in designing and implementing the initial system.
The study also focuses on how the initial system may function in certain 
areas of significant social concern, such as employment and the environment. 
Other discussions deal with the communication of social data, problems of 
credibility and limitations of auditing social information.
Copies are $10; $8 to members, from the Institute’s order department.
Recently, the memberships of four AICPA members were terminated under the 
automatic disciplinary provisions of the Institute’s bylaws:
□  Hyman M. Naiman of Chicago, Illinois, on January 4 ,  1977, for conviction of 
using the mails in a scheme to defraud the federal government and for 
unlawfully receiving and conspiring to receive kickbacks and bribes in 
connection with medical services which were partially paid by Medicaid and 
Medicare programs.
□  Jerome Kessler of Dundee, Illinois, on December 2 9 , 1976, for conviction of 
mail fraud and for making false statements to a federally insured bank in 
order to influence the procurement of a loan.
□  Maurice Naveen of Wilkes-Barre, Pennsylvania, on December 1, 1976, for 
conviction of failure to file personal federal income tax returns.
□  Morton Dorfman of Hamden, Connecticut, on January 26, 1977, for conviction 
of wilfully failing to file a personal federal income tax return.
The Financial Accounting Standards Board, from time to time, has openings for 
professional staff at levels ranging from technical assistant, through technical 
associate and project manager.
In reference to such openings, applications are invited from persons with 
heavy experience in working with generally accepted accounting principles in an 
auditing, industrial or academic situation; the ability to write clearly on technical 
subjects; a record of accomplishment under time limitations; and a strong 
interest in establishing accounting standards.
Applications should be directed to: Director of Administration, FASB, High 
Ridge Park, Stamford, Conn. 06905.
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AICPA Committee 
Comments on 
Privacy Legislation
AcSEC Approves 
Three Comment 
Letters to FASB
MFOA Issues 
New Disclosure 
Guidelines
The AICPA special committee on privacy legislation has submitted its comments 
to the Privacy Protection Study Commission. The commission is examining 
the need for extending privacy legislation to the private sector, including com­
mercial and industrial enterprises. (The Privacy Act of 1974 was concerned 
solely with the public sector.)
The main thrust of the committee’s comments was that, if the commission 
recommends that privacy legislation be extended to the private sector, it should 
recognize that a CPA needs to have unrestricted access to an entity’s books 
and records and to confirm with others certain specified information. Otherwise, 
the CPA would not be able to express an unqualified opinion on an entity’s 
financial statements. Therefore, interested parties would not receive the same 
level of assurance regarding financial statements as they do now.
In advocating unrestricted access, the committee recognizes the need for 
confidentiality of information. It noted that confidentiality of client information 
is stipulated in the Code of Professional Ethics and that, if privacy legislation 
were enacted, the code would be reviewed in terms of the possible impact of the 
legislation on its provisions in this area.
Copies of the committee’s comments are available from the AICPA’s federal 
government division, 1620 Eye Street, N.W., Washington, D.C. 20006.
In a letter to the Financial Accounting Standards Board, the Institute’s accounting 
standards executive committee commented on the board’s exposure draft, 
“Accounting by Debtors and Creditors for Troubled Debt Restructurings,” which 
was issued last December. The letter is restricted to matters in the draft that 
may create implementation problems or require clarification.
Also, in another letter to the FASB, AcSEC requested the board to clarify the 
addendum to APB No. 2, “Accounting Principles for Regulated Industries.”
In general, the letter expresses concern about the application of the addendum’s 
provisions to the financial statements of regulated industries. “The addendum 
lacks definitive criteria, and, therefore, it is becoming increasingly difficult to 
identify the industries to which its provisions should apply,” notes the letter.
In the third letter to the board, AcSEC commented on the FASB’s discussion 
memorandum, “Financial Accounting and Reporting in the Extractive Indus­
tries.” The letter urges the board to limit its project to the oil and gas industry, 
which, it notes, will aid the FASB in meeting the objectives of Public Law 
94-163 relating to improvement in comparing data in that industry.
Copies of the letters are available from the Institute’s accounting standards 
division upon written request.
The Municipal Finance Officers Association recently issued disclosure guidelines 
for governmental units. The guidelines, entitled “Disclosure Guidelines for 
Offerings of Securities by State and Local Governments,” are expected to have a 
major impact on all governmental issuers of tax-exempt bonds seeking to raise 
money in national credit markets. The guidelines cover a wide range of govern­
mental units from local water units to states.
The section on financial information calls for a uniform presentation of 
fiscal data and standard accounting principles so that investors can compare vari­
ous issuers. Audits by independent CPAs or governmental auditors are urged.
The financial statements to be included are a statement of assets and liabilities 
and statements of revenue and expenditures, changes in fund balances, income, 
retained earnings, and changes in financial position.
Single copies of the guidelines are available gratis (two or more copies at 
$1.50 each) from the MFOA. 1313 E. 60th Street, Chicago, Illinois 60637.
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Washington Briefs The IRS recently issued standard paragraphs to help employee benefit plans
conform with ERISA requirements. In Information Release 1757, the IRS noted, 
however, that since the purpose of the standard paragraphs is to provide 
general guidance for plan applicants, the paragraphs may not be applicable to a 
particular plan. Thus, the use of the paragraphs will not assure plan qualification, 
according to the release.
The Cost Accounting Standards Board has proposed to exempt certain contractors 
and certain contracts from all or part of the CASB requirements. Contracts of 
$500,000 or less and small business concerns receiving less than $10 million 
annually in contract awards would be exempt. Comments on the proposal are due 
by April 18.
The Small Business Administration has released the report of the SBA Task Force 
on Venture and Equity Capital for Small Business. Among the report’s recom­
mendations are increasing the corporate surtax exemption to $100,000; increasing 
the small offering exemption under the securities laws to $3 million; and 
broadening the opportunities for investing pension funds under ERISA. Copies 
of the report are available from the SBA, 1441 L St., N.W.—8th Floor, Washington, 
D.C. 20806, Att.: Peter F. McNeish.
In Rel. No. 33-5806, the SEC is proposing to adopt a new optional short form for 
registration of securities to be issued in reclassifications and certain business 
combination transactions. The new form would be in lieu of proposed Form 
S-14A, which the SEC said it did not intend to adopt in light of the comments 
received. Comments on the proposal are due by April 18, referencing File No. 
S7-655.
The SEC’s advisory committee on corporate disclosure will hold a public meeting 
on April 14 and 15 at 500 N. Capitol St., Washington, D.C. Subjects to be dis­
cussed include recommendations with respect to the contents of disclosure 
documents and recommendations as to the dissemination of information in 
disclosure documents.
The form to be used by taxpayers required to file an international boycott report 
is expected to be available before May 15. The form — Form 5713, International 
Boycott Report — must be submitted to the IRS Center in Philadelphia, as well as 
be attached to the taxpayer’s income tax return filed with the taxpayer’s 
customary IRS center.
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Audit Commission 
Issues Tentative 
Recommendations
FASB Chairman 
Resigns
The CP A  Letter
A Semimonthly News Report Published by the AICPA
AICPA responds to Metcalf Staff Study — see pages 5-8.
After two-and-a-half years of research and study, the AICPA-appointed 
Commission on Auditors’ Responsibilities has issued tentative conclusions that 
cover 40 recommendations in 11 major areas affecting the responsibilities 
of the auditor in meeting the needs and expectations of users and the public.
Many of the recommendations focus on proposals for changes in com­
municating the results of the audit to clarify the distinction between 
management’s and the auditor’s roles. They envision changes in the auditor’s 
report and his responsibilities, statutory damage limitations and some alterations 
to the standard-setting process.
The 200-page report will serve as the basis for a public meeting to be 
held in Washington on June 21. Analysis, evaluation and criticism are invited by 
the commission. Copies are being sent to AICPA practice units and others 
on the auditing standards executive committee exposure draft list. Additional 
copies may be obtained at $2.50 each from the order department.
The following are some of the specific recommendations in the report:
□  The audit function should include greater involvement in a company’s 
financial reporting process on a more current and continuing basis.
□  The auditor should be responsible for searching for material fraud using a 
guide of “due professional care.” However, the auditor cannot be expected to 
detect all frauds.
□  Auditors should be required to express a judgment as to the “preferability”
of a given principle whenever there are alternative accounting principles that 
might be used.
□  There should be reasonable statutory limitations of damages and the increased 
use of court-appointed masters. The granting of temporary “safe harbors” 
should be developed for use when responsibilities of auditors are significantly 
extended.
□  The present auditing standards executive committee should be replaced by 
an Auditing Standards Board within the AICPA composed of five to nine 
full-time members.
□  The present structure of a private profession regulated by a combination of 
private and governmental efforts, including the courts and the SEC,
is adequate and capable of maintaining the quality of audit practice. However, 
self-regulatory efforts by the profession can be substantially improved.
A more detailed summary of the report appears in the April Journal of 
Accountancy. The final report is expected to be issued by the end of the year.
Marshall S. Armstrong, chairman of the Financial Accounting Standards 
Board, has asked to be relieved of his responsibilities as of the end of 1977. 
This action is being taken, according to Mr. Armstrong, in order to permit him 
to devote full time to promoting wider public understanding of the standards- 
setting body.
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Registrations 
Near Closing on 
International 
Congress
Members who wish to register for the 11th International Congress of Accountants 
to be held in Munich on October 10-14, must do so by April 30. Full information 
and registration forms are available from the AICPA’s meetings department.
In addition to the 100 official delegates from 71 countries, some 7,000 
accountants and spouses are expected to attend the four-day program. Under the 
general theme of Accounting and Auditing in One World, the meetings will 
include three plenary sessions and multiple presentations of seven study group 
sessions. The plenary topics will deal with the harmonization of accounting 
and auditing practice, meeting the needs of users of published financial statements 
and accounting, forecasting and consulting for management use. The study 
groups will be concerned with a variety of specific technical topics. An extensive 
social and sightseeing program is also planned.
One of the most significant items to be considered by the heads of delegations 
will be a recommendation by the international coordinating committee for the 
accountancy profession for the creation of an International Federation of 
Accountants. The new organization would be a permanent formally constituted 
international body and would replace the ICCAP. Administrative offices would 
be in New York.
November 1976 
Sells Award Winners 
Announced
For the November 1976 Uniform CPA Examinations, 45,007 candidates completed 
a total of 165,832 papers — both new records. Elijah Watt Sells Awards are 
presented to those CPA candidates who take all four sections of the examinations 
and achieve the highest grade total.
Kevin D. Anderson of Milwaukee was the winner of the Sells Gold Medal, 
given for the highest grade total on the examinations. Anderson is with the 
Milwaukee office of Arthur Young & Company and is a graduate of the University 
of Wisconsin.
The Silver Medal, given for the second highest grade total, was won by 
Donald L. Miner of Arlington Heights, Illinois. Miner, a University of Illinois 
graduate, is a system analyst with Arthur Andersen & Co.
Also, 64 honorable mention certificates will be awarded.
AICPA Responds to 
SEC Proposal 
on Reliability
In a letter to the Securities and Exchange Commission, the Institute has com­
mented on the commission’s proposal (S7-671), “Promotion of the Reliability of 
Financial Information, Prevention of the Concealment of Questionable or Illegal 
Corporate Payments and Practices, and Disclosure of the Involvement of 
Management in Specified Types of Transactions.”
The letter says that “the proposals represent a responsible effort to respond 
to a perceived need and should enhance the quality of financial information 
made available to the public.”
Among the specific suggestions is the establishment of an advisory group of 
representatives of registrants, the public accounting profession and other 
parties, whose objective would be “to develop guidance to assist registrants in 
complying with a requirement to devise and maintain an adequate system of 
internal accounting control.”
Copies of the letter are available from the Institute’s auditing standards 
division upon written request.
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Suggestions Sought 
on Tax Forms
IASC Approves 
Standard and 
Exposure Draft
FASB Issues 
Interpretation on 
Interim Reporting
AICPA-Sponsored 
“Key Person” 
Program Initiated
The tax forms subcommittee of the AICPA’s federal taxation executive committee 
is seeking suggestions from members for improvements in the tax forms and/or 
instructions. This is considered especially important in view of the many 
changes made by the Tax Reform Act of 1976.
The subcommittee works closely with the IRS in this area and would 
welcome recommendations that it can consider referring to the Service.
Recommendations should be sent to Thomas Hanley, director of federal 
taxation, AICPA, 1620 Eye Street, N.W., Washington, D.C. 20006.
At its meeting earlier this month, the International Accounting Standards 
Committee approved for publication IAS6, a standard dealing with “Accounting 
Responses to Changing Prices.” The standard requires businesses to present, 
in their financial statements, data describing the procedures adopted to reflect the 
impact of specific price changes, changes in the general level of prices, or both.
After translation and printing, copies of the standard are expected to be 
available on June 1.
Also, at the meeting, the IASC approved for publication E10, a proposed 
standard dealing with “Contingencies and Events Occurring After the Balance 
Sheet Date.” The exposure draft distinguishes between situations in which 
contingencies and events occurring after the balance sheet date are to be adjusted 
in financial statements and situations in which disclosure in the footnotes is 
appropriate.
After translation and printing, copies of the exposure draft are expected 
to be available by July 1.
The Financial Accounting Standards Board has issued an interpretation, 
“Accounting for Income Taxes in Interim Periods,” which clarifies and elaborates 
on the requirements of APB Opinion No. 28, “Interim Financial Reporting.”
FASB Interpretation No. 18 notes that application of the APB Opinion 
general guideline requiring an estimated annual effective tax rate to be used to 
determine interim period income tax provisions “has resulted in differences 
in accounting for similar situations by different enterprises.” In general, the 
interpretation deals with the computation of interim period income taxes, 
application of that computation to specific situations and certain special 
computations.
The interpretation is effective for financial statements issued after March 31 
for interim periods in fiscal years beginning after December 1 5 , 1976. Copies 
of the interpretation are available at $1 each from the FASB, Publications 
Division, High Ridge Park, Stamford, Conn. 06905.
In another matter, the board’s public hearing on extractive industries, 
scheduled for March 30-31, has been extended to four days (to April 4] because of 
the number of requests to make presentations. The hearing will be at New York’s 
Waldorf-Astoria Hotel.
Forty-five state society-designated “key persons” met in Chicago earlier this 
month to acquaint themselves with information on the following six “critical 
issues” facing the profession: the Metcalf staff study, the Moss report, illegal 
payments legislation, federal chartering, comparability in tax and financial 
reporting and municipal disclosure legislation.
These “coordinators” will encourage practitioners in their states to become 
conscious of work toward national legislative objectives of the Institute’s 
federal legislative program.
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Recruiting for 
Business Graduates 
Remains Strong
Report on Attitudes 
Toward Proposed 
Payoff Rules Issued
Two Ethics Rulings; 
One Exposure 
Draft Issued
This June’s college graduate headed for business, accounting or engineering 
is enjoying the strongest employer demand in several years, notes a recent salary 
survey by the College Placement Council. The study of 1976-77 beginning offers 
indicates that, so far this year, business employers have made 59 percent 
more offers than a year ago, the Council said.
Some industries, such as aerospace, electronics and transportation, have 
increased the number of offers made earlier in the year by 80 percent or more. 
Engineering and accounting positions comprise 72 percent of the total early 
job offers, said the group. Petroleum engineers enjoyed the highest bachelor 
degree level job offers at $1,508 per month. Average starting monthly salaries for 
accounting graduates rose to $1,064, up from $1,018 last year.
The figures compiled by the Council are based on a representative group of 
160 U.S. colleges.
Salary survey reports are available only to CPC members and its Journal 
Publications Group subscribers. For further information, contact CPC, P.O. Box 
2263, Bethlehem, Pa. 18001.
Chief financial executives of 507 of the nation’s major corporations have serious 
misgivings regarding the effect on business of proposals to deal with question­
able payments, according to a survey recently issued by the National Association 
of Accountants. Among the survey’s findings were these:
□  Most respondents fear that there may be increased incursions into their 
financial affairs and unwarranted congressional restrictions resulting from the 
payoff scandals.
□  A majority would oppose a law which would make giving false information
to an auditor a crime. Also, a majority felt that public accounting firms should 
not be obliged to search for evidence of questionable corporate payments 
and fraud.
□  A vast majority believe there is a reasonable possibility that forthcoming 
congressional hearings could lead to restrictions upon business in establishing 
its own accounting rules.
□  Almost 80 percent of the respondents believe their present internal controls 
are “adequate to prevent questionable corporate payments.” About 97 percent 
of the companies have a policy prohibiting questionable corporate pay­
ments or payoffs; and most of them have informed their executives of that 
policy during the past year.
□  Almost all the respondents also feel that if congress were to assume a 
dominant role in making accounting laws, the laws would be too inflexible 
to be practical and would be administered so as to hamper business.
Copies of the survey are available free from the NAA, 919 Third Avenue,
New York, N.Y. 10022.
The AICPA’s professional ethics division has issued two new ethics rulings 
involving Rule of Conduct 201 — Competence; and one exposure draft of an ethics 
ruling. One ruling deals with “Subcontractor Selection for MAS Engagements,” 
while the other relates to “Supervision of Technical Specialist on MAS 
Engagements.”
The proposal, “Client’s Announcement of Availability of Member’s Report on 
Internal Controls of Service Center,” would provide guidance in certain 
situations so as to avoid possible violation of Rule of Conduct 502 — Solicitation 
and Advertising.
Comments on the proposed draft are due by June 16. Copies of all pub­
lications are available from the Institute’s professional ethics division. The rulings 
will also appear in the May Journal of Accountancy.
Special Supplement, Th e  C P A  Letter, March 2 8 , 1977
AICPA American Institute of Certified Public Accountants1211 Avenue of the Americas, New York, New York 10036 (212) 5 7 5 -6 2 0 0
March 28, 1977
Dear Member:
This special supplement to The CPA Letter contains a letter to the members of the Senate 
Committee on Governmental Affairs which summarizes the Institute’s initial response to the 
Staff Study of the Subcommittee on Reports, Accounting and Management, chaired by Senator 
Metcalf. The summary has been directed to Senator Nunn, a member of the subcommittee, who 
had asked Chairman Chetkovich for comments on the staff study. The complete response, 
which has been approved by the AICPA Board of Directors, is too long to be printed here. It will 
be published in full in a pamphlet and mailed to all members at an early date.
We believe that this response reflects the fundamental belief of all CPAs that our profession 
has long been dedicated to the maintenance of high technical and ethical standards to ensure 
that the public interest is fully served. To be sure, all professions can be strengthened, and we 
are no exception. We do not deny that improvements can be made in the way independent 
auditors carry out their responsibilities. But the sweeping allegations in the staff study are not 
consistent with the facts and are largely unsupported by evidence. Surely the drastic changes 
that are recommended are not warranted by the record of our performance which, on balance, 
has been one of which we can all be proud.
It would be foolhardy, indeed, if we failed to set the record straight so that members of 
Congress can make a well-informed and objective judgment about how well we are fulfilling our 
responsibilities. It would be equally unwise if those CPAs who for one reason or another are 
dissatisfied with their professional associations or their colleagues seize upon the staff study 
to attack their own profession or promote divisiveness. Self criticism and responsible actions to 
improve our profession are to be fostered but it is hardly commendable or sensible to denigrate 
one’s profession when it is under severe and unfair attack.
There are, no doubt, real differences in the problems and interests of the large CPA firms and 
the thousands of smaller firms. But they all have far more in common than they have differences. 
One thing is certain: no segment of the practicing profession can expect to escape for long 
what may befall another segment. In the end, CPAs will be judged as a homogeneous group 
without distinction with respect to the size of their firms.
I urge all CPAs to rise to the present challenges by stressing the strengths and accomplishments 
of our profession and at the same time vigorously attacking our shortcomings with imagination 
and in a responsible manner within our existing institutions.
Sincerely yours,
President
AICPA American Institute of Certified Public Accountants1211 Avenue of the Americas, New York, New York 10036 (212) 5 7 5 -6  200
March 28, 1977
The Honorable Sam Nunn
United States Senate
110 Russell Senate Office Bldg.
Washington, D.C. 20510
Dear Senator Nunn:
Re: The Staff Study of the Subcommittee on Reports, Accounting and Management, U.S. Senate Committee on 
Governmental Affairs entitled “The Accounting Establishment”
Thank you for the opportunity to present this preliminary response on behalf of the American Institute of Certified 
Public Accountants (the “Institute”) to the Staff Study of the Subcommittee on Reports, Accounting and Management 
of the Committee on Governmental Affairs (the “staff study”) entitled “The Accounting Establishment.” Attached 
is a more detailed response to the issues raised by the staff study. We expect to elaborate in later submissions and in 
testimony at the hearings we understand are planned by the Subcommittee.
The Institute is a voluntary association consisting of approximately 130,000 certified public accountants and is the 
largest organization of accountants in the world. It has been the principal force for the last 75 years in developing, 
strengthening and refining financial accounting and auditing standards.
The purpose of this letter and the accompanying memorandum is to discuss the role of the accounting profession with 
respect to the credibility of financial statements prepared by management and provided to investors, creditors 
and the public; to outline the history of the continuing efforts of the profession to strengthen this role; and to describe 
the efforts and resources presently dedicated to the continuing solution of the evolving problems in the financial 
reporting process.
We believe that this analysis will demonstrate that the accounting profession has acted responsibly in the past and 
has the will and capability to deal with problems relating to financial reporting in the future and that the transfer 
of the standard-setting responsibility to governmental hands would impede, rather than further, the resolution of such 
problems. Also, we believe that the record of the profession refutes the principal charges leveled at the Institute, 
the accounting profession, the Financial Accounting Standards Board and the Securities and Exchange Commission in 
the staff study and shows that such charges are not supported by the study.
Events of recent years have focused attention on the importance of audited financial statements in our economy.
It has been recognized as never before that these statements are of critical importance to investors, creditors and the 
public; as a consequence, the performance of those associated with them is a matter of legitimate public concern.
This period has seen huge and dramatic corporate failures and cunning and well-publicized frauds perpetrated 
on investors (and auditors) by unscrupulous promoters. These events have given rise to vast amounts of litigation 
against everyone involved in the corporate process — officers, directors, attorneys, accountants — and charges 
of improper accounting and auditing.
It is not surprising that public accountants have been the targets of such attention since they are important to 
the process of financial disclosure. Much of the criticism has its origins in the misconception that financial statements 
are prepared by auditors. The preparation of financial statements is the responsibility of management; the auditor’s 
responsibility is to examine them for conformity with generally accepted accounting principles. Also there is a 
lack of understanding of the limits imposed by cost and other considerations and of the extent of assurance auditors 
can reasonably give with respect to financial statements.
The Institute does not assert that auditors have been completely without blame in some of the cases that are 
mentioned in the staff study or that the concerns expressed in the staff study are totally groundless; there are 
problems in financial reporting that must be resolved. However, a fair consideration of those cases and those concerns 
requires also a fair consideration of the substantial efforts which the profession has made and is continuing 
to make to avoid repetitions of past problems, as well as to anticipate new problems. It should be recognized that as a 
result of these efforts the quality of financial reporting in the United States is better than anywhere else in the world.
The more important of these efforts are described in the attached memorandum of which the following is a 
brief summary:
1. Financial Accounting Standards. At the present time financial accounting standards (sometimes referred to as 
accounting principles) are being developed by the Financial Accounting Standards Board (FASB). Headquartered in 
Stamford, Connecticut, it was established some four years ago in response to recommendations of a committee 
chaired by Francis M. Wheat, Esq., formerly a commissioner of the Securities and Exchange Commission. That 
committee, which included only a minority of practicing CPAs, concluded unequivocally that accounting standard
While this response has been approved by the Board of Directors of the Institute, it does not purport to reflect the 
views of all 130,000 members.
setting should take place in the private sector. The FASB engages in extensive research and thus far has issued 
20 exposure drafts of proposed standards and has published some 14 accounting standards, 18 interpretations and 13 
discussion memoranda and has held 14 public hearings. It has an extensive agenda. Some 12 items are under study.
This production has not only been voluminous, but it has also effected significant changes in accounting. The 
Board’s approach has been thoughtful, careful, and diligent, and there is every reason to believe that given reasonable 
time it will resolve the presently recognized major issues pertaining to financial accounting standards and those 
that emerge in the future. To help assure the continuing effectiveness of the Board, the trustees of the Financial 
Accounting Foundation, the entity which secures the financing for the Board and generally oversees its activities, are 
making an in depth review of the structure and operations of the Board which is to be completed very shortly.
The staff study alleges that the SEC has improperly delegated its authority over accounting matters to the profession.
It is true that the SEC has allowed the profession to take the initiative in establishing financial accounting standards. 
However, the record shows that the SEC has not hesitated to step in and take action on its own whenever it has felt 
that this procedure was not yielding satisfactory results. In addition, the SEC makes very effective use of the 
ample opportunities for expressing its views to the standard setting bodies. The arrangement complained of in 
the staff study has existed for almost 40 years without any public dissent from any SEC chairman, commissioner or 
chief accountant and with the full knowledge of all sectors including the Congress. Furthermore, there is no showing 
that a direct exercise of authority by the Commission during this time would have yielded higher or better standards.
2. Auditing Standards. Audits provide reasonable assurance that matters are as represented in financial statements. 
Auditing standards are the rules that regulate the manner in which financial statements are examined by 
independent auditors and the manner in which auditors express their opinions on such statements. Auditing standards 
are formulated by the Auditing Standards Executive Committee, a senior committee of the Institute. These standards 
are being developed and refined on a continuing basis, thus providing prompt response to constantly changing 
needs. The present activity is vigorous and fruitful. Also it is fair to observe that many of the deficiencies alleged 
against auditors do not stem from shortcomings in auditing standards.
Many forces are operating to strengthen auditing standards and procedures and to decrease the possibility of 
misleading audited financial statements:
a. An independent commission on auditors’ responsibilities appointed by the Institute in October 1974 is headed by 
a former Chairman of the SEC (three of the seven members are practicing accountants; the others are a lawyer,
a businessman, a financial analyst, and an educator). The commission expects to publish a preliminary report by 
April 1 of this year; this report is expected to call for various measures to be undertaken to strengthen 
the audit function;
b. Accounting firms, as a consequence of the increasing complexity of business transactions and sensitivity to rising 
public expectations, have strengthened their internal quality controls, supervision, training and audit 
procedures; and
c. Most large firms have arranged to have their practices and procedures reviewed by another firm or a panel 
appointed by the Institute to evaluate the adequacy of their quality control procedures.
3. Independence. Auditors are subject to stringent rules promulgated by the Institute, State Boards of Accountancy, 
state societies of certified public accountants, the SEC and other federal agencies regulating the relationship 
between the auditors and their clients. These rules are designed to assure independence from clients. With very few 
exceptions the cases cited as instances of audit failure do not involve the slightest evidence that lack of independence 
was a factor.
The staff study asserts that the independence of auditors is impaired by their performance of certain services, 
such as management advisory services, tax advice, and the like. There is no evidence that the performance of these 
services has compromised any auditor; on the contrary, the performance of such services generally assists the 
auditor by affording him an opportunity to learn more about the client, its internal controls, the quality of its 
personnel and its operations, knowledge that is helpful to the performance of the audit function.
Contrary to the suggestion of the staff study, the testifying by accountants on their own behalf before congressional 
committees and other public bodies does not evidence impaired independence. To deny auditors the opportunity 
to assist in the development of policy would be to deny them a basic right and would deprive policy makers of 
valuable assistance and advice. Moreover, clients’ opinions vary; thus, while an auditor's testimony may please some 
clients, it often may displease others.
Auditor independence has been strengthened by the SEC requirement that changes of auditors be publicly reported 
and disagreements about accounting principles between the departing auditor and the client be disclosed. Reports filed 
with the SEC indicate that in five years, 165 changes of auditors involving disagreements over accounting 
principles have occurred. In addition, there have been innumerable instances where clients have agreed to modify 
their financial statements at the insistence of the auditors without a change in auditors taking place.
Accounting firms have developed sophisticated systems to assure compliance with standards of independence and 
these standards are rigidly enforced. Furthermore, the growth in the number of audit committees made up of outside 
directors (after July 1 ,  1978, every company with securities listed on the New York Stock Exchange must have 
such a committee) provides a means for auditors to resolve auditing problems with non-management directors.
4. Domination. The staff study asserts that the AICPA and the accounting profession are dominated by the “Big 
Eight” accounting firms. The facts and figures contradict this charge. Members of the “Big Eight” firms are one-third
or less of the Institute Council, its ultimate policy-making body, and of the Board of Directors. Also, they do not 
dominate the senior technical committees; for instance, members affiliated with “Big Eight” firms on one of the most 
important Institute committees (the Auditing Standards Executive Committee, which is singled out for discussion 
in the staff report) are less than a majority (8 out of 21). Any proposal to carry in this Committee must receive 
a two-thirds vote. Of course, the fact is that the “Big Eight” firms are not a monolith; on most substantive professional 
issues there are strong differences of opinion among them.
These large firms audit a high proportion of publicly-held companies. They naturally have a keen interest in 
committees of the Institute working on the problems of auditing such companies, and their partners have much to 
offer to the work of those committees. Furthermore, because of their size, they often are better able to commit 
personnel and resources to the voluntary work of the Institute. Finally, there is no showing whatsoever that the 
presence in relatively large numbers of partners of the “Big Eight” firms on Institute committees has operated to the 
detriment of the public interest or the profession.
5. Liability. The staff study proposes legislative reversal of the 1976 Supreme Court decision in Hochfelder v.
Ernst & Ernst, which held that to sustain an action for damages under the SEC’s Rule 10b-5 a misconduct greater 
than simple negligence must be alleged and shown. The staff study discussion of this matter overlooks the
fact that auditors continue to be liable for negligence in connection with registration statements under the 
Securities Act of 1933; that, according to some courts of appeal, they continue to be liable for recklessness and similar 
misconduct in connection with damages arising out of market transactions; that substantial liabilities may still 
accrue against them as evidenced by the Equity Funding settlement ($39 million contributed by the auditors or their 
insurers); and that some courts of appeal have held that negligence is sufficient to sustain an action by the SEC.
6. Concentration. The staff study asserts that there is undue concentration in the accounting profession because a 
large percentage of the audits of listed companies are done by the “Big Eight” firms. Audits of publicly held 
companies frequently require services in tens, and in some cases, hundreds, of locations. Thus the emergence of large 
accounting firms is substantially attributable to the nature of demands for auditing services which have developed
as American corporations have grown larger and expanded the scope of their operations.
7. Disciplinary Matters. The staff study has criticized the Institute’s efforts to appropriately discipline its members 
for misdeeds.
It is true that relatively few disciplinary matters stemming from highly publicized cases have been concluded. A large 
number are pending since the Institute has considered it unwise and potentially unfair to carry through disciplinary 
proceedings against allegedly errant CPAs while civil litigation and SEC proceedings were pending. The standards 
for determining whether a member of the Institute should be subjected to disciplinary measures are higher than those 
which characterize civil litigation or an SEC proceeding. Consequently a determination by the Institute to discipline 
a member could seriously prejudice that member in related proceedings. In all cases where it appears that a member 
is charged with some misdeed — and this includes virtually all instances in which members are charged in court 
or before the SEC with misconduct — a proceeding is commenced against him and it is processed to conclusion as 
soon as the other proceedings have terminated.
In appraising the adequacy of regulation of the profession it must be recognized that the Institute is by no means 
the only discipline to which accountants are subject; state licensing authorities, state CPA societies, the SEC 
and other governmental agencies and private litigation provide other disciplinary restraints which in their totality 
are very formidable.
Conclusion. An examination of the staff study discloses a significant gap between the purported evidence and the 
recommendations. Furthermore there is a total lack of evidence that adoption of the recommendations in the staff 
study would remedy  any of the alleged faults.
Most important, the staff study fails to recognize the tremendous efforts that are being made by the accounting 
profession to eliminate as far as humanly possible the causes of misleading financial statements. The Financial 
Accounting Standards Board, in existence less than four years, is moving vigorously to resolve problems that have 
plagued issuers and accountants for generations. The Auditing Standards Executive Committee is persistently 
seeking to strengthen standards and to clarify the responsibilities of auditors; it is expected that the recommenda­
tions of the Commission on Auditors’ Responsibilities appointed by the Institute and headed by former SEC 
Chairman Manuel F. Cohen, will go far to assist this effort. As a consequence of the sensitivity of the profession to 
public needs, concerns, and expectations, greater vigilance on the part of the SEC, and extensive litigation, accounting 
firms at great cost have strengthened their systems of quality control and their means of avoiding errors.
We respectfully suggest that imposing a vast new scheme of federal regulation on the accounting profession is 
unnecessary. We submit that the evidence is clear that the profession has the competence, the incentive and the 
desire to effect any changes necessary to provide enhanced reliability of financial reports.
Respectfully submitted,
Chairman of the Board
cc: Members of the U.S. Senate Committee on Governmental Affairs
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REPORT OF THE COMMITTEE ON NOMINATIONS
To the Members of the
American Institute of Certified Public Accountants
Pursuant to Article VI, Section 6.1.6 and 6.3 of the bylaws the following report of the committee on nomina­
tions is submitted.
Donald J. Schneeman, Secretary 
New York, N. Y., March 2, 1977
The committee on nominations hereby nominates the following officers, members of the Board of Directors, 
members of Council-at Large, elected members of Council and the National Review Board.
For Officers:
(To serve from the 1977 annual meeting to the 1978 annual meeting.)
Chairman of the Board:
Stanley J. Scott, Texas
Vice Chairman of the Board:
Joseph P. Cummings, New York
Vice Presidents:
Robert M. Coffman, Colorado
Treasurer:
Harry R. Mancher, New York
Andrew P. Marincovich, California Robert D. May, Florida
For Members of the Board of Directors:
(Three years)
Robert F. Isler, Oregon Bert N. Mitchell, New York Russell E. Palmer, Jr., New York
(Two years—to fill the vacancy created on the Board if Joseph P. Cummings is elected Vice Chairman.)
George R. Catlett, Illinois
Charles W. Jenkins, Georgia 
Raymond C. Lauver, New York
William R. Mette, Jr., Illinois 
Charles G. Steele, New York
For Council Members-at-Large:
(Three years)
Neil C. Churchill, Massachusetts 
Ernest H. Davenport, Washington, D.C.
Richard S. Hickok, New York
(One year—to fill the vacancies created if Robert M. Coffman and Russell E. Palmer, Jr. are elected Vice President and 
Board M ember respectively)
Joseph B. Dresselhaus, Nebraska William R. Gregory, Washington
For Elected Members of Council:
(Three years)
Charles Chazen, California 
John W. Clow, California 
Baron D. Lowe, California 
W. Richard Mills, California 
C. Richard Spriggs, California 
Harold D Hein, Colorado 
Samuel J. London, Delaware 
Malcolm I. Mintz, Washington, D.C.
Robert C. Ellyson, Florida 
Jerome A. Schine, Florida 
Fred J. Hill, Idaho 
O. Neill Emmons, Illinois 
Robert C. Sassetti, Illinois 
Norman R. Kerth, Louisiana
Paul G. Wist, Maryland 
Edward H. Pendergast, Massachusetts 
Seymour M. Israel, Michigan 
Robert L. White, Michigan 
Warren R. Bolmgren, Minnesota 
N. Kenneth Nail, Mississippi 
George V. Curchin, New Jersey 
William J. Murray, New Jersey 
Theodore Romak, New Jersey 
Bernard Barnett, New York 
Joseph S. DePaolo, New York 
Herbert M. Haber, New York 
Saul S. Silverman, New York 
Fred L. Tepperman, New York
(Two years—to fill the vacancy created if Robert D. May is elected Vice President) 
Drakon B. Odom, Florida
(To serve until 1978 filling the unexpired term of Louis A. Werbaneth, Jr., who resigned) 
John G. Henderson, Pennsylvania
Aubrey B. King, North Carolina 
Richard R. Martin, Ohio 
Raymond P. Snow, Jr., Ohio 
Rex E. Jones, Oklahoma 
Webber C. Harrington, Oregon 
David W. Brenner, Pennsylvania 
Farrell Rubinstein, Pennsylvania 
Clifford E. Myatt, Puerto Rico 
Jarman Bass, Texas 
Walter A. Bielstein, Texas 
Willard H. Findling, Texas 
Fred B. Baugh, Jr., Utah 
Gus D. Mandaleris, Virginia 
James O. Ash, Wisconsin
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For Members of the National Review Board:
(Three years)
Peter Arnstein, California Marvin W. Maydew, Kansas Jerome A. Schine, Florida
Robert F. Dickey, Illinois Leo D. Molatore, Oregon Saul S. Silverman, New York
R. Braxton Hill, Jr., Virginia George S. Olive, Jr., Indiana James W. Thokey, Louisiana
Raymond W. Kitson, Wisconsin William C. Rescorla, Michigan Philip G. Zink, Jr., Pennsylvania
(To fill the vacancy created by the resignation of Stanley J. Scott whose term ends in 1978)
Brooks Wilson, Texas
The committee will nominate the above officers, members of the Board of Directors, Members of Council-at- 
Large and National Review Board members on the floor of Council on Saturday, September 17, 1977 in 
Cincinnati, Ohio. No nominations from the floor will be recognized. However, independent nominations may 
be made by any twenty members of Council if filed with the Secretary at least four months prior to the 
annual meeting of the Institute which is to be held in Cincinnati on September 19, 1977.
Pursuant to the bylaws, balloting for directly elected Council members by members in any state where 
vacancies shall arise will occur only if a contest for one or more seats develops as a result of submission of 
independent nominations to the Secretary by any twenty Institute members in the state at least four months 
prior to September 19, 1977. In the absence of any contest, all Council nominations will be declared elected 
by the Secretary and will assume office as Members at the Council Meeting on September 17, 1977.
Respectfully submitted:
Ivan O. Bull, Iowa, Chairman 
Curtis L. Frazier, Texas 
James L. Keeler, Virginia 
Norman R. Kerth, Louisiana 
Robert A. Liberty, Washington 
Don J. Summa, New York 
John J. Van Benten, Indiana
- 1 1 -
Revocation of 
Ruling on Travel 
Expenses Urged
Washington Briefs
The Institute’s federal tax division has filed a second letter with the Treasury 
Department requesting revocation or substantial modification of Rev. Rul. 76-453 
(see January 10 Letter) relating to the tax treatment of employee’s travel 
expenses. The letter says the issue is both one of tax equity and energy conser­
vation, and that to allow the ruling to go into effect would be “a clear incentive 
for thousands of taxpayers to drive extra miles in order to carry out their 
legitimate business activities and also to waste their time in following an illogical 
planning of their day’s work schedule.”
Originally scheduled to take effect last January, the ruling has been delayed 
twice, and is now due to be effective as of July 1.
The Securities and Exchange Commission said it has approved a rule proposed by 
the New York Stock Exchange which would require all domestic companies 
listing common stock on that exchange to establish independent audit committees 
by July 1, 1978.
Legislation to require use of a uniform cost accounting system for institutional 
providers under Medicare and Medicaid has been introduced by Representatives 
John E. Moss (D-Calif.) and Paul Rogers (D-Fl.). The bill (HR 4211) is an attempt 
to identify and control fraud and abuse in these programs.
The Investment Advisers Act Amendments requested last year by the SEC have, 
for the most part, been reintroduced in Congress. Although not identical to 
last year’s bill, the new one (HR 2105) calls for the commission to study whether 
other persons giving incidental investment advice, such as accountants and 
lawyers, should be considered investment advisers.
The reports, accounting and management subcommittee of the Senate Govern­
mental Affairs Committee has announced dates for hearings on the staff report 
entitled “The Accounting Establishment.” The hearings, to be chaired by 
Senator Lee Metcalf (D-Mont.), will be held April 19 and 20, and May 1 0 , 12, 24, 
and 26 in Room 3302 of the Dirksen Senate Office Building in Washington, D.C.
Legislation to consolidate the Department of Labor and Treasury functions 
dealing with the administration of ERISA has been introduced by Representatives 
John H. Dent (D-Pa.) and John N. Erlenborn (R.-Ill.). The bill (HR 4340) would 
establish a new Employee Benefit Administration, headed by a board of directors 
consisting of the Secretaries of Labor and the Treasury, and one person 
appointed by the President.
In Rel. No. 34-13309, the SEC has proposed certain corrective amendments to 
ASR 197, which requires increased disclosure of interim financial data by 
life insurance and related holding companies. Also, the release proposes a tech­
nical amendment for foreign private issuers filing Form 6-K rather than 
Form 10-Q. Comments are due by April 15.
The Small Business Administration has issued a pamphlet, “Marketing for Small 
Business,” which is designed to assist managers of small businesses develop 
marketing programs for products and services. Copies of the pamphlet (Small 
Business Bibliography No. 89) are available gratis from SBA field offices or 
its Washington headquarters (202/653-6365).
In Rel. No. 33-5812, the SEC is proposing to adopt new rules and modify existing 
ones to conform its lease accounting and disclosure rules to those recently 
adopted by the FASB. Comments are due by May 31.
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FTC to Investigate 
Accountancy 
Bodies for 
Competition Curbs
FASB Holds Hearing 
on Extractive 
Industries
The CPA  Letter
A Semimonthly News Report Published by the AICPA
The Federal Trade Commission has announced that it will conduct an 
investigation into whether activities of state boards of accountancy and private 
accounting organizations restrain entry into the profession or restrict competition 
among accountants. Accountants thus join several other professionals, 
including dentists and ophthalmologists, whose regulatory practices are or have 
been examined by the commission. Other investigations are planned.
The principal objective of this new investigation, which will be carried out 
by the FTC’s Chicago office, is to ensure that the state licensing functions “are 
being carried out consistently with federal policies relating to free competition, 
so that accounting services are provided at reasonable prices to businesses 
and consumers.”
The effect of the following, among others, will be examined:
□  Minimum educational requirements and restrictions concerning age, character, 
residency and citizenship set by the states as licensing conditions.
□  Prohibitions in codes of ethics against solicitation and advertising, and 
competitive bidding, as well as the practice of public accounting by persons 
also engaged in “incompatible occupations.”
□  Establishment and application of accounting and auditing standards.
□  Degree of possible control by major accounting firms over the profession, 
including reasons for and effects of such possible dominance.
The commission noted that the investigation will be non-public and that its 
existence does not imply that any violations of law have occurred.
The AICPA has declared its intention to cooperate fully in the investigation 
by responding to all reasonable requests for information.
Controversy was apparent as 39 representatives from accounting, academe, 
financial analyst and business organizations as well as mining and oil and gas 
companies testified at a four-day hearing on financial accounting and reporting in 
the extractive industries. The meeting was called by the Financial Accounting 
Standards Board and held March 30 and 31 and April 1 and 4.
The 1975 Energy Policy and Conservation Act charges the SEC with imple­
menting oil and gas industry accounting standards by this year-end; and 
since the FASB had scheduled a project to develop oil and gas and mining 
industry standards before the law was passed, the SEC has said it will rely on the 
board to provide the rules. In his opening remarks, Marshall S. Armstrong,
FASB chairman, said he was “acutely aware of the time provisions” and that he 
“intended to fulfill that responsibility.”
One key concern voiced involved the controversy between two methods 
of accounting for exploration and development costs: the “ successful efforts” 
method, which tended to be favored by the major oil companies, and the 
“full cost” method, generally favored by smaller oil concerns. Another key issue 
was whether accounting for oil and gas reserves should be separated from 
accounting for mining, as suggested by the AICPA.
The FASB expects to have transcripts available in about a month.
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Commercial-Style 
GAAP Urged for 
Municipalities
Readers of financial statements of state and local governmental units “want a 
composite picture of the governmental unit expressed in straightforward familiar 
language that will be useful in making decisions relating to that unit,” according 
to a study conducted by the University of Chicago with the financial support 
of Arthur Andersen & Co. The study, say the authors, is an effort to “outline a set 
of financial statements for governmental units that will be responsive to the 
general user’s needs.”
While the study notes that there may be a need for several groups of 
satellite reports, “the basic financial statements should follow the concepts, form 
and terminology of commercial accounting since this presentation is most likely 
to be meaningful to the informed citizens who seek to understand the 
governmental reports.”
Copies of the study, Financial Reporting by State and Local Government 
Units, are available at $3.95 each from The Center for Management of Public and 
Nonprofit Enterprise, 5836 Greenwood Avenue, Chicago, Ill. 60637.
SEC Advisory 
Committee 
Makes Further 
Recommendations
The SEC’s Advisory Committee on Corporate Disclosure, at its meeting last 
month, agreed to make the following recommendations to the commission:
□  The SEC should “require issuers to include in their proxy materials a statement 
of the date by which shareholder proposals must be received by an issuer
in order to be eligible for inclusion in the issuer’s proxy material for its next 
subsequent year’s annual meeting.”
□  Information concerning the nomination of corporate directors should include 
a statement of whether there is a nominating committee of the board, and,
if so, who are the members of the committee.
□  Corporations must file a director’s resignation letter with the SEC if the 
director so requests.
In another matter, the committee also determined that the SEC should 
“require disclosure of matters of social and environmental significance only where 
the information in question is material to informed investment or corporate 
suffrage decision making.”
Special Committee 
on Management 
Audits Appointed
The AICPA has appointed a special committee on operational and management 
auditing. The committee’s charge is to consider the applicability of existing 
standards to operational and management auditing and to prepare additional 
guidance that may be necessary for conducting and reporting on such audits. 
Members include the following:
□  Michael E. Simon, Arthur Andersen & Co., Washington, chairman.
□  John J. Doyle, Peat, Marwick, Mitchell & Co., Boston.
□  James S. Dwight, Jr., Haskins & Sells, Washington.
□  Edward J. Haller, Price Waterhouse & Co., Washington.
□  LeRoy E. Martin, Broeker, Hendrickson & Co., Minneapolis.
□  Alan May, Jr., Coopers & Lybrand, Dallas.
□  J. Curt Mingle, Clifton, Gunderson & Co., Peoria.
□  Richard R. Rabner, Stockton Bates & Company, Philadelphia.
□  Richard A. Tschiderer, Ernst & Ernst, Washington.
□  Cornelius E. Tierney, Arthur Young & Company, Washington.
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Comments Issued on 
Medicare/Medicaid 
Proposal
Reconsideration of 
APB Opinion 
No. 20 Urged
Corporate 
“Inspector General” 
Advocated
MFOA Schedules 
Enterprise 
Accounting 
Seminars
In a letter to the subcommittees on health of the Committees on Commerce and 
Ways and Means, the Institute’s committee on health care matters has com­
mented on a bill (HR 4211) which would require use of a uniform cost accounting 
system for institutional providers under medicare and medicaid.
The bill (see March 28 Letter) would “amend the Social Security Act and 
the Public Health Service Act to require the use of a uniform functional account­
ing and statistical system and the making of uniform reports by health services 
institutions under the medicare and medicaid programs.” While favoring the 
bill’s objective of achieving comparative cost information reporting, the letter 
notes that the section of the bill mandating the use of “a uniform functional 
chart of accounts” would be “unnecessary and could be extremely costly to 
implement.”
In a letter to the Financial Accounting Standards Board, the Institute’s accounting 
standards division has urged that a reconsideration of certain provisions of 
APB No. 20 dealing with Accounting Changes be added to the board’s agenda. 
More specifically, the letter recommends a number of revisions in paragraphs 18 
to 30 of the Opinion, which relate to reporting a change in accounting principle.
In the letter, the accounting standards division notes that the board should 
establish criteria “for implementing all accounting changes, whether voluntary or 
pursuant to FASB pronouncements.”
Copies of the letter are available from the Institute’s accounting standards 
division upon written request.
Every major U.S. corporation should establish within the company a position 
similar to an “inspector general” to monitor corporate ethics, Stanley Sporkin, 
the SEC’s director of enforcement, said recently.
Speaking before the Stamford (Conn.) Area Commerce and Industry 
Association Forum, Sporkin advocated that an inspector general or “business 
practice officer” within a corporation be charged “with investigating the extent 
to which the corporation has been faced with demands for payoffs, kickbacks, 
political contributions and other improper payments, and the manner in 
which the corporation has responded to such demands.” This officer would also 
be responsible for implementing corporate policy, including its code of ethics, 
and monitoring adherence to that policy, added Sporkin.
Also, Sporkin highlighted some of the disclosed problems, such as 
“maintenance of two sets of books; establishment of bank accounts outside the 
stream of corporate accountability; and over and under invoicing.”
The Municipal Finance Officers Association Career Development Center has 
scheduled three one-day seminars in enterprise fund accounting and reporting 
which will explore proper accounting procedures for public utilities and other 
government user-charge enterprises. The seminars will be held May 23 in 
Dallas, May 25 in Los Angeles and June 3 in Washington, D.C.
They will cover the current application of Enterprise Fund pronouncements 
in both Government Accounting, Auditing, and Financial Reporting (GAAFR), 
issued in 1968, and Audits of State and Local Governmental Units, an audit 
guide issued by the Institute in 1974.
Also, the seminars will be held concurrently in each city with another relat­
ing to behavioral aspects of auditing in local government. For further information 
and registration forms for both programs, contact the International MFOA 
Career Development Center, 1313 East 60th Street, Chicago, Ill. 60637.
Survey Completed 
on Quality 
Control Review
SEC’s Authority 
to “Disbar” 
Questioned
New AICPA 
Vice President 
Appointed
According to a survey conducted on a statistical sampling basis by the AICPA’s 
quality control review committee, it is projected that approximately 3,100 firms 
are interested in participating in the voluntary quality control review program 
for CPA firms. Of these organizations, about 1,500 would ask the Institute to 
arrange their compliance reviews, 400 would engage other firms and 1,200 
would participate through state societies or other forms of independent review.
A good deal of interest was also expressed in the various consulting reviews. 
It is estimated that 1,800 firms would be interested in having quality control 
document reviews, 1,900 would be interested in preliminary quality control 
procedures reviews and 1,800 firms would be interested in technical standards 
reviews.
The purpose of this voluntary review program, which was approved by 
Council last October, is educational and preventive in nature. It is designed to 
assist firms in developing and implementing adequate systems of quality 
control in their audit practices as well as assuring firms with existing systems that 
their quality control meets, in all material respects, the standards of the 
profession.
CPA firms that provide accounting services, such as preparation of unaudited 
financial statements, but do not conduct audits, may also participate in the 
program. Their participation is based on their procedures for complying with 
professional standards applicable to unaudited financial statements and on 
their systems of quality control for audit practice, which would be placed in effect 
should they accept audit engagements.
For further information on the program, contact Ted Felix at the AICPA 
office. Telephone (212) 575-6396.
In a memorandum filed recently in the U.S. District Court for Southern New York, 
Touche Ross & Co., the subject of the SEC’s first public Rule 2(e) proceeding, 
argues that the commission lacks the authority to conduct administrative 
“disbarment” proceedings and that the SEC’s sole recourse is the courts.
The case stems from the SEC’s administrative charges that Touche Ross 
failed to comply with generally accepted auditing standards in its audit engage­
ments with Giant Stores (1972) and Ampex Corp. (1971). Both corporations were 
charged with filing false financial statements and settled their differences with 
the SEC through consent agreements. As a result of its alleged failure to fulfill its 
professional responsibilities, Touche Ross was made the subject of a public 
2(e) proceeding.
In its memorandum, Touche Ross contends that the SEC lacks the authority, 
both express and implied, to try accountants administratively for violations 
of the federal securities laws.
The firm argues that Congress has given the courts the exclusive power to try 
federal securities law violations; and that “the power of an administrative 
agency to act as both judge and prosecutor in matters affecting vital rights, even 
if constitutional, will not be implied in the absence of an express congressional 
mandate.”
Effective April 1, Donovan C. Roberts has joined the AICPA staff as vice president 
—communications and education.
Mr. Roberts has been a partner in Alexander Grant & Company for over 
25 years, during which period he was managing partner of the firm’s New York 
office and eastern region. He has also had administrative responsibility for the 
firm’s international operations. Mr. Roberts has been serving as chairman of the 
Institute’s international practice executive committee.
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Privacy Commission 
Issues
Recommendations
Plans for AICPA 
Annual Meeting 
Near Completion
Recent AICPA 
Publications
The Privacy Protection Study Commission, headed by AICPA member David F. 
Linowes, plans to submit to Congress and President Carter the following 
recommendations to remove many restrictions preventing employees and con­
sumers from seeing records and files pertaining to them:
□  Banks and credit companies should disclose the reasons they’ve denied credit 
or banking services to prospective customers.
□  Hospitals and other health-care institutions should severely limit data that 
they provide to persons other than patients.
□  Employers should tell employees what records are kept on them and permit 
them, upon request, to see and copy most of the records. Employers should 
also either correct any records employees believe inaccurate or explain
why corrections are not being made. They should refuse to release data about 
an employee without the individual’s consent, unless that data deals with 
dates of employment, title or position, and salary.
Also, the commission urges that the principles of the Privacy Act, which 
protects the privacy of personal records held by the government, be extended 
to cover the private sector.
Final touches are being put on the program for the AICPA’s 90th annual meeting, 
which will be held this year in Cincinnati on September 18-20.
Following the general format used so successfully last year, the technical 
program will consist of a combination of plenary and simultaneous sessions 
designed to appeal to a wide range of interests. The spouses’ tours will include 
visits to art museums, a tour of the city and a cruise on the Ohio River complete 
with calliope and Dixieland Band. Optional events are also scheduled, including 
a pops concert by the Cincinnati Symphony Orchestra and a tour of the 
Kentucky bluegrass country. New this year is a “togetherness” feature. Spouses 
are invited to the Monday luncheon at which a nationally known speaker 
will talk. They are also urged to attend the afternoon plenary sessions.
The program will get underway with the annual business meeting, which will 
be addressed by Chairman Michael N. Chetkovich. Following the first group 
of simultaneous sessions and luncheon, a panel will discuss energy sources and 
conservation. The second plenary meeting will be concerned with the report of 
the commission on auditors’ responsibilities, while the third, not yet specified, 
will be directed to a major problem facing the country.
A highlight program, together with registration information, will be mailed 
to the membership in early May.
MAS Guidelines Series No. 7 — Interpretations of Management Advisory Services 
Practice Standards (With Ethics Rulings Supplement) — This publication pro­
vides answers to questions dealing with the application of these standards.
Price is $2.50; $2 to members.
Codification of Statements on Auditing Standards — Numbers 1 to 15 — This 
volume contains the currently effective statements through No. 15, with super­
seded portions deleted and amendments included. Price is $6; $4.80 to members.
The Auditor’s Study and Evaluation of Internal Control in EDP Systems — This 
study offers guidance to the independent auditor dealing with EDP while 
examining a company’s financial statements. Price is $4.50; $3.60 to members 
(available about May 1).
All publications are available from the Institute’s order department.
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Washington Briefs The SEC recently released its 42nd Annual Report for the fiscal year ended
June 30, 1976. The report describes activities of the commission during the year 
dealing with regulation of securities markets, enforcement, investment com­
panies and advisors, and statistics. Copies of the report (S/N 046-000-00110-9) 
are available at $2.25 each from the Government Printing Office,
Washington, D.C. 20402.
The Treasury Department has issued a study, “High Income Tax Returns: 1974 
and 1975,” which emphasizes high income taxpayers with little or no tax 
liability. Copies of the report (S/N 048-000-00299-4) are available at $1.15 each 
from the Government Printing Office.
The Treasury Department will conduct a public hearing on April 29 to discuss 
boycott guidelines under the Tax Reform Act of 1976. The guidelines were issued 
to provide data to U.S. businesses on what activities constitute participation 
in or cooperation with foreign boycotts and thus would result in denial of U.S. 
benefits. Comments are due by April 25.
President Carter has nominated Harold M. Williams to be chairman of the SEC. 
Williams, 49, is dean of the Graduate School of Management at the University 
of California at Los Angeles and a former chairman of Norton Simon Inc.
Williams, if confirmed, will succeed Roderick M. Hills, and will serve until 
June 1982.
The IRS, in Rev. Proc. 77-10, has issued a revision to the Class Life Asset 
Depreciation Range (CLADR) System. Rev. Proc. 72-10, which included a table 
providing all of the necessary information for the CLADR system, is now 
superseded.
The Small Business Administration has issued a pamphlet, “Improved Personal 
Selling,” which describes the basic elements necessary to develop a program 
to improve personal selling in smaller retail stores. Copies of the pamphlet (Small 
Marketers Aid No. 159) are available gratis from SBA field offices or its 
headquarters in Washington, D.C. 20416 (202/653-6365).
The Treasury Department has said that penalty notices will be mailed to some 
tax preparers beginning this month. Under the Tax Reform Act, return pre­
parers are subject to a $25 penalty for each failure to furnish clients with 
completed copies of their returns, for each failure to include the preparer’s 
identifying number and for each unsigned return.
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Revamp FASB Says 
Special Committee
FASB Deadlock 
Ends Prior Period 
Adjustment Project
The CPA Letter
A Semimonthly News Report Published by the AICPA
The accounting standards-setting process should remain in the private sector, 
but there should be greater participation by the various “publics” concerned with 
financial statements in the development of the standards. These were the 
principal recommendations of the Financial Accounting Foundation’s structure 
committee, which was appointed last December to review the Financial 
Accounting Standards Board. Its report was filed with the foundation’s trustees 
earlier this month.
A key element in broadening the base of those taking part in the rule-making 
procedure would be a reduction in the role of the public accounting profession. 
This would be accomplished in the following ways, among others:
□  Eliminate the requirement that four members of the FASB be CPAs from 
public practice.
□  Remove the AICPA’s veto power over nominees proposed by other 
organizations for trustees of the FAF.
□  Find an alternative to the present voluntary short term funding of the board’s 
operations. Although the report states that there has been no evidence of 
pressure, the fact that most of the funding has come from large accounting 
firms and the AICPA jeopardizes the board’s credibility.
Several recommendations were made to increase the board’s effectiveness. 
They included the following:
□  The advisory council should represent all “constituencies” and play a larger 
role in providing advice to the board. Task forces should be strengthened also.
□  The research staff should be built up and the role of the research director 
should be expanded.
□  Develop a program to promote adopted standards in the business and financial 
communities, rather than just promulgate new rules.
In developing its report, the committee, which was chaired by Russell E. 
Palmer, managing partner of Touche Ross & Co., interviewed 100 members of the 
board’s “constituencies.” Also, some 600 hours were devoted to an internal 
review of the board organization and operations and more than 2,000 hours of 
senior level time were spent on all phases of the review.
Copies of the report are available without charge from the FASB, High 
Ridge Park, Stamford, Conn. 06905.
Marshall S. Armstrong, FASB chairman, recently announced that the board was 
unable to get the five assenting votes required for the issuance of a final 
statement on prior period adjustments involving reconsideration of a part of 
APB Opinion No. 9. An exposure draft had been issued last year and public 
hearings held afterwards.
The proposed statement, with a few exceptions, held that no items of profit 
or loss should be retroactively included in the results of operations of prior 
periods.
Because of the deadlock, the matter is effectually returned to the Securities 
and Exchange Commission for resolution.
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AICPA Council 
to Hold
Spring Meeting
The Institute’s Council will hold its spring meeting May 9-11 at the Arizona 
Biltmore Hotel in Phoenix. On the meeting’s agenda are the following key issues:
□  An interim report on advertising, to be presented by A. Clayton Ostlund, 
chairman of the professional ethics executive committee.
□  An interim report on the progress of the special committee on specialization, 
to be presented by the committee chairman, Wilbur H. Stevens.
□  A report on education program standards, to be presented by Herbert E. Miller, 
chairman of the Institute’s board on standards for programs and schools
of professional accounting. The Council will discuss a draft report identifying 
standards which, when satisfied by a school, would justify its recognition 
as qualified by the profession.
□  The Council will also discuss proposed amendments to the Rules of Conduct 
of the Code of Professional Ethics (see January 10 Letter). If approved by 
Council, the amendments will go to the Institute membership for a mail ballot.
Another key subject will be discussion of the tentative conclusions recently 
issued by the commission on auditors’ responsibilities (see March 28 Letter). 
Samuel A. Derieux, chairman of the newly appointed special committee to study 
the report’s conclusions, will report to Council.
AICPA members are being urged to give their reactions to the report of tentative 
conclusions of the commission on auditors’ responsibilities, which has been 
issued recently (see above).
There are two main ways in which a member can ensure that his views 
become known on the key issues in the report. The subject has been made part of 
the AICPA member forum program, under which state societies sponsor dis­
cussion groups on matters currently being considered by AICPA committees and 
Council. Using this approach, the state organization invites from 20 to 25 
interested members to each of its sessions in order to review the topic and to 
encourage the submission of individual views to the Institute.
For those who do not participate in the state society sessions, which will be 
conducted between May 15 and June 30, an alternative is available. Individual 
members may write to the Institute’s member relations division for material 
that will help them in making their evaluation. Review copies of the report are 
also available through the division at $2.50 per copy.
The next series of member forums is likely to deal with accounting and 
review services late this year, at which time a discussion draft is expected to be 
available.
Committee 
Appointed on 
Report on Auditors’ 
Responsibilities
In response to the decision of the Institute’s Board of Directors at their meeting 
last month, Michael N. Chetkovich, AICPA chairman, has appointed a special 
committee to consider and make recommendations to the board concerning the 
recently released study, “Commission on Auditors’ Responsibilities: Report 
of Tentative Conclusions.”
The committee, headed by former AICPA Chairman Samuel A. Derieux, 
includes the chairmen of the Institute’s five senior technical committees as well as 
Ivan O. Bull, a former AICPA chairman, and Stanley J. Scott, current vice 
chairman.
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Comments on CASB 
Staff Draft Issued
Privacy Issue 
Raised on IRS 
Tax Computer
Regional Trial 
Board Finds 
Member Guilty
In a letter to the CASB, the Institute’s committee on liaison with the Cost 
Accounting Standards Board has commented on the CASB staff draft on allocation 
of material-related overhead costs [see February 14 Letter). The committee 
agrees generally that the draft “is a practical approach to the accounting for 
material-related costs.”
It states, however, that the definition of material-related functions should not 
conclude with the phrase, “. . . until the materials are sold, used or consumed.” 
This language, it adds, “could be confusing and difficult to interpret with 
consistency.” Also, the letter notes that, in some circumstances, material-related 
costs should be allocated to intermediate cost objectives as well as final cost 
objectives and that government furnished materials should receive a reasonable 
allocation of material-related overhead cost.
Copies of the comment letter are available from the Institute’s accounting 
standards division upon written request.
An Internal Revenue Service proposal to provide on-line access to five years of 
taxpayers’ records has been criticized by the Office of Technology Assessment 
as posing a threat to the civil liberties and privacy of taxpayers. The report calls 
for a halt in the development of the proposed $1 billion computer until Congress 
is assured that these liberties won’t be jeopardized.
The IRS says the system, which has been described as the “largest data 
processing project ever undertaken by the federal government,” is essential to 
meeting the agency’s needs over the next two or three decades. The OTA report, 
however, asserts that the network can be seen as posing “a threat to the civil 
liberties, privacy and due process of taxpayers” and could ultimately result in 
“surveillance, harassment or political manipulation of files.”
Democratic Representatives John E. Moss (Cal.) and Charles Rose (N.C.) 
have requested that money be denied to the network until the IRS fully responds 
to the questions raised in the OTA report.
At a meeting of a hearing panel of Regional Trial Board IV in Omaha, Nebraska, 
on February 2 2 , 1977, the ethics charging authority presented evidence that a 
member had committed acts discreditable to the profession in violation of the 
AICPA Code of Professional Ethics and the Rules of Professional Conduct 
of the Nebraska Society of CPAs.
The member was charged with threatening to inform the IRS of an alleged 
fraud in connection with a client’s tax return (which he had prepared) unless 
that client purchased certain bonds from him. He was also charged with inter­
fering with an audit of a company’s financial statements by refusing to turn 
over to the independent auditors information and documents which were 
essential to the examination of the financial statements.
The hearing panel found him guilty as charged. Based on the character 
testimony of a credible witness from the community and its evaluation of the 
member, the panel was confident that similar violations would not again take 
place. Therefore, the best interests of the profession would be served by requiring 
the member to complete within two years 60 hours of continuing professional 
education courses. These would be in addition to any CPE requirement of the 
state board of accountancy. The CPE is to be in the areas of accounting, auditing 
and reporting standards and professional ethics. The panel also determined that 
the member’s name be withheld from publication in the notice of disciplinary 
action.
The member did not request a review of the hearing panel’s decision and it 
therefore became effective on March 24, 1977.
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Two AICPA 
Members Expelled
Booklet Issued 
on Conceptual 
Framework 
Experimentation
NCGA Issues 
Papers on Grant 
Accounting 
and GAAFR
On June 2 3 , 1975, Donald W. Warden, of Chicago, Illinois, was suspended from 
membership in the Institute under the automatic disciplinary provisions of the 
Institute’s bylaws pending the appeal of his conviction in a U.S. District Court 
of knowingly aiding in the preparation of false and fraudulent federal income 
tax returns (see Journal o f Accountancy, AICPA News, September 1975). The 
conviction was recently affirmed by the U.S. Court of Appeals and on March 10,
1977, Mr. Warden was notified that his suspended membership was terminated.
In another matter, the membership of Joseph A. Fee, of Nashville,
Tennessee, was terminated on March 7 ,  1977, under the automatic disciplinary 
provisions of the Institute’s bylaws based on his conviction of embezzlement on 
a plea of guilty in the U.S. District Court for the Middle District of Tennessee.
The Institute’s task force on conceptual framework for accounting and reporting 
has issued a booklet for participants in its program to sponsor experimentation 
with general purchasing power, current cost and current value accounting 
models. The program was developed while the Financial Accounting Standards 
Board was preparing a discussion memorandum on its conceptual framework 
project and its “Tentative Conclusions on Objectives of Financial Statements of 
Business Enterprises,” which were released last December.
The paper proposes four models for experimentation — all of which are 
composites of the 13 separate concepts and measurements proposed by the FASB 
as alternatives to present financial reporting practices.
Participants are asked to apply the models to their financial results for 1975 
and last year, and to prepare five sets of financial statements — one for each 
of the four models and another based on present generally accepted accounting 
principles. A description of the kind of questions that the task force will 
address to the experimenters at a later date is also included.
While taking no position on any of the models, the task force says that the 
views of the participants will be helpful in “pointing the way toward the next 
step,” which could be limiting the number of choices.
Participants’ responses to the forthcoming questionnaire are due by October 1 
and will be considered by the FASB before it determines measurement methods. 
Copies of the booklet, “Experimentation Program — Financial Accounting 
Models,” are available from the Institute. For further information, see the May 
Journal of Accountancy.
The National Council on Governmental Accounting recently issued a discussion 
memorandum entitled “Grant Accounting for State and Local Government 
Recipients,” whose objective is to solicit comments and recommendations to be 
used in formulating any NCGA pronouncement on grant accounting. The 
memorandum, which asks 38 questions on grant accounting issues and problems, 
is limited to the treatment of accounting transactions in accordance with 
generally accepted accounting principles. The NCGA has not taken a position on 
any of the issues.
Also, the NCGA has issued a working draft entitled “GAAFR Restatement: 
Introduction and Principles,” which is part of their project to restate 
Governmental Accounting, Auditing, and Financial Reporting. The working draft 
represents a tentative restatement of GAAFR principles presently under the 
NCGA’s consideration; and issuance of the GAAFR restatement is expected early 
next year.
Comments on both papers are due by June 30.
For further information on the project, contact the NCGA, 1313 East 60th 
Street, Chicago, Ill. 60637.
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Administrative 
Review of 
Firms Again 
Available
More than 400 
Expected at AICPA 
Computer 
Conference
Paper on Education 
for Management 
Consulting Issued
FASB Postpones 
Hearing on 
Conceptual 
Framework
Because of the enthusiasm of the firms that have participated over the last 
two years, the AICPA’s Administrative Review Program is again being offered. 
The program, which offers CPA firms assistance with their managerial problems, 
is now under the auspices of the management of an accounting practice 
committee and the list of reviewers has just been updated.
Here is how the program works. A confidential two-day review of the 
participating firm is conducted by two CPA practitioners who are involved in the 
management of their own firms. The review covers such areas as financial 
administration, billings and collections, personnel policies, developing an 
accounting practice, new client engagements and management data.
Prior to the review, a participating firm completes a questionnaire based upon 
topics covered in the Management of an Accounting Practice Handbook. The 
questionnaire is organized in relation to the handbook’s contents and cross- 
referenced to it. The review concludes with a confidential conference.
The cost of the review is $675. Also, the reviewed firm must agree to supply 
a reviewer for another firm and absorb the first $150 of his travel expenses.
For further information on the program, contact Michael Burnham, Jr. in the 
AICPA’s member relations division (212) 575-6439.
More than 400 participants are expected at the AICPA’s thirteenth annual con­
ference on computers and information systems to be held May 16-19 at Chicago’s 
Hyatt Regency O’Hare Hotel.
The general sessions of the conference will deal with computer auditing, 
computer fraud and security and an update on AICPA activities affecting the EDP 
function. Also, there will be basic and advanced training sessions in the use 
of EDP in auditing and accounting, tax work and administration of a public 
accounting practice, remote computing, and methods of reviewing the internal 
controls in an EDP system.
Registration is $195; additional registrants from the same firm are $175 each
— through the Institute’s meetings department.
The Institute’s MAS University Education Task Force has issued an exposure 
draft entitled University Education for Management Consulting. It is geared to 
assist educators and practitioners in preparing college students to perform as 
management consultants or use consulting skills upon graduation.
The paper describes certain basic management consulting skills and tech­
niques which can be taught at the university level. It provides corresponding 
illustrative learning objectives for acquiring these skills and techniques. The draft 
is thus aimed at helping educators incorporate management consulting skills 
into their program.
A limited number of copies is available from the Institute’s MAS division 
upon written request. Comments are due by December 31, 1977.
As the result of numerous requests, including one by the AICPA, the Financial 
Accounting Standards Board has postponed its public hearing on “Conceptual 
Framework for Financial Accounting and Reporting” until August 1, 1977. The 
original hearing had been scheduled to start on June 27.
The August hearing, which will be held at the Waldorf-Astoria Hotel, will 
be limited to the “Tentative Conclusions on Objectives of Financial Statements 
for Business Enterprises” and Part One of the discussion memorandum — 
“Elements of Financial Statements.” The remaining two parts of the memorandum 
will be covered at a second hearing to start on January 16, 1978, at the Waldorf.
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Washington Briefs President Carter recently nominated A. Vernon Weaver, Jr., to be administrator 
of the Small Business Administration. Weaver is president of the Union Life 
Insurance Company in Little Rock, Arkansas.
In IR 1784, the IRS announced that some ERISA determination letters issued on 
terminations of certain defined benefit employer plans may no longer be valid. 
Under certain conditions, the Pension Benefit Guaranty Corporation may require 
reallocation of assets in accordance with specific priority categories established 
under ERISA.
Legislation that would abrogate the provisions of Rev. Rule 76-453 dealing with 
examples of transportation expenses (see February 28 Letter) has been intro­
duced by Representative James R. Jones (D-Okla.), a member of the House Ways 
and Means Committee. The bill (HR 5191) provides that the tax treatment of 
transportation expenses between a taxpayer’s home and place of work shall be 
administered without regard to this ruling or any similar regulation.
A working group of the Advisory Council on Employee Welfare and Pension 
Benefit Plans has recently recommended clarification of SAS 11 concerning re­
liance by accountants on an actuary’s certification. The group is especially 
concerned about “duplication of work and unnecessary administrative cost” 
if accountants are required to audit data certified by the enrolled actuary.
In a letter to Senator William Proxmire (D-Wisc.), chairman of the Senate Banking 
Committee, the Institute has commented on the illegal payments bill (S. 305). 
While supporting the goals of the legislation, the letter reiterates the profession’s 
concerns over the means to accomplish the goal, which were expressed last 
year before the House Subcommittee on Consumer Protection and Finance.
President Carter has named Joel W. Solomon, a North Carolina realtor and 
businessman, to be Administrator of the General Services Administration. 
Solomon will replace Jack Eckerd.
The Treasury Department has issued interim regulations to last year’s amend­
ments to the General Revenue Sharing Act. The amendments primarily pertain 
to the nondiscrimination requirements added to the act, but also include 
amended definitions. Comments are due by June 6.
The Senate recently passed a resolution calling for a White House Conference on 
Small Business. The last such conference on small business was in 1956, under 
President Eisenhower.
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Senate Opens 
Hearings on 
Accounting 
Profession
Discussion Draft 
Issued on Quality 
Control Policies
A Semimonthly News Report Published by the AICPA
Last month, the Senate Subcommittee on Reports, Accounting and Management 
opened hearings to follow up on its recent staff study of the accounting 
profession. The study, “The Accounting Establishment,” was released in January 
(see January 24 Letter) and was highly critical of the profession.
In the opening session, Chairman Lee Metcalf (D-Mont.) said the panel’s 
staff had been meeting with major accounting firms since the study was released 
“to explore various ways of achieving necessary reforms.” The Senator added: 
“The message we are giving them is clear — we want reforms which will 
assure Congress and the public that accounting practices will report corporate 
financial results accurately and clearly.”
The chairman cited three basic areas where “reform is absolutely necessary.” 
They are opening up the process of establishing auditing and accounting stand­
ards, establishing an effective system for reviewing the work of independent 
auditors, and having accounting firms become more independent and more 
responsive to the public.
Senator Charles H. Percy (R-Ill.), another subcommittee member, said:
“It is a problem of the accounting profession to challenge management and not 
put out white papers; but to tell the truth about what is happening in industry 
and candidly lay it on the line.”
In presenting the AICPA’s position, Michael N. Chetkovich, Institute chair­
man, said that “the problems identified by the staff study are not of the magnitude 
to justify the recommendations for a dominant government role of the nature 
proposed.” While stating that the staff study is not without merit, the chairman 
added that: “Many of the problems identified are real and well recognized 
by the profession.”
Other points made by Mr. Chetkovich before the subcommittee include:
□  The real question this subcommittee should consider is whether the concerns 
with accounting and auditing practices in the staff study are being effectively 
dealt with by the FASB, the SEC, and the accounting profession.
□  Continued reliance on a cooperative effort between governmental agencies 
and the profession offers the greatest opportunity for full resolution of 
the concerns raised in the study.
The Institute’s committee on proposed standards for quality control policies 
and procedures has issued a discussion draft of a guide to implement the volun­
tary quality control review program for CPA firms. The proposed standard, 
entitled “Quality Control Policies and Procedures for Participating CPA Firms,” 
would provide guidance in establishing such policies and procedures by a 
CPA firm intending to participate in the program, which was approved by the 
Institute’s Council last October.
Comments on the draft are due by August 1, and should be directed to 
William C. Bruschi, vice president, review and regulation, at the Institute. Anyone 
wishing a copy of the draft should contact Ted Felix of the Institute’s quality 
control review program.
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Institute Issues 
Three Comment 
Letters to CASB
In letters to the Cost Accounting Standards Board, the Institute’s committee for 
liaison with the CASB has commented on three matters — accounting for 
insurance cost, change in cost accounting practice and materiality in price 
adjustments, and modified contract coverage.
The committee’s letter on the board’s draft standard on “Accounting for 
Insurance Costs” provides three basic points to be emphasized in the standard 
and comments on specific sections of the draft. Also, the committee suggests 
that the language in the draft be simplified.
In the second letter, the committee has commented on the board’s proposed 
amendments to 4 CRF Part 331 as published in the February 3 Federal Register. 
The letter asserts that the definition for a change in a cost accounting practice 
is too broad since it appears to include a change in circumstances as a change in 
accounting practice. The committee was in general agreement with the section 
on materiality, but suggested certain modifications.
The third letter deals with the proposed rules concerning “Modified Contract 
Coverage” that appeared in the February 16 Federal Register. The letter, in 
general, favors the board’s position, noting that the CASB “is moving in the right 
direction in recognizing that smaller contractors have greater difficulty in 
implementing the provisions of the CASB regulations and standards.”
Copies of the letters are available upon written request from the Institute’s 
accounting standards division.
Conference Set on 
Disclosure and 
Accounting Rules
The New York Law Journal will hold its fourth annual seminars on SEC financial 
disclosure and accounting rules. They will be presented on May 23-24 at 
New York’s Waldorf Astoria Hotel and on June 13-14 at the Stanford Court 
in San Francisco.
Topics to be discussed include standard setting, replacement cost disclosure 
requirements, accountants’ liability and “illegal” acts of clients. Cochairmen 
of the program will be Manuel F. Cohen, former SEC chairman and chairman of 
the independent commission on auditors’ responsibilities, and Kenneth P. 
Johnson, past chairman of the Institute’s auditing standards executive committee.
For further information, contact Law Journal Seminars, The New York Law 
Journal Building, 258 Broadway, New York, N.Y. 10007 (212/571-1682).
Lecture Series on 
Quality Control 
Review Set
A new lecture series on the voluntary quality control review program for CPA 
firms has been prepared under the auspices of the AICPA’s continuing 
professional education division and is being cosponsored with participating 
state societies.
The purpose of the program is to inform CPAs about the objectives, standards 
and implementation of the program. The explanatory lectures will be sup­
plemented by discussions of actual case studies involving various types of 
firms — small, medium and large. The lectures and discussions will be conducted 
by members of the AICPA’s committees on quality control review and standards.
Six presentations are currently scheduled, with registration fees ranging 
from $80 to $90: Las Vegas, July 12; Philadelphia, July 21; Denver, July 26;
St. Louis, August 5; Orlando, Florida, August 8; Dallas, August 22.
For further information, contact the state society of the site city.
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AISG Issues 
Pension Cost 
Study
IRS To Release 
Once-Private 
Tax Rulings
Mandatory CPE 
Program Adopted 
by Georgia
The latest in the series of studies by the Accountants International Study Group, 
Accounting for Pension Costs, is now available. The group makes comparative 
studies on accounting thought and practice in Canada, Great Britain and Ireland 
and the U.S.
The current study discusses the accounting implications of pension benefits 
that employers provide to qualifying employees, as distinct from compulsory 
social security systems, and proposes certain disclosures.
Among the conclusions of the study group are the following:
□  There is a significant number of acceptable actuarial methods, which value on 
a compatible basis both the liabilities of pension funds and their assets. 
Therefore, the accountancy bodies in the participating nations should consult 
with the actuaries to ultimately achieve uniform accounting standards.
□  In the interim, financial statements should include more information as to the 
nature and extent of pension arrangements and of their impact on the 
financial position and results of companies.
□  Unfunded past service liability arising on the first introduction of a new plan, 
and on the improvement in the benefits of an existing plan, should be recorded 
in the balance sheet as a long term liability, and, to the extent that the 
corresponding amount has not been amortized, should be shown as a deferred 
expense.
□  Auditors should satisfy themselves that the information supplied to the 
actuary is accurate and complete.
A number of accounting disclosures are suggested for financial statements 
of employers. The appendices discuss the principal actuarial methods of valuing 
liabilities, asset valuation methods and principal vesting requirements.
Copies of the study are being sent to members of the Accounting Research 
Association. Others may obtain copies from the Institute’s order department 
at $3.00 each; $2.40 to AICPA members.
As of March 14, the IRS began to release the private rulings it provides to 
taxpayers who ask for the agency’s position on various tax questions. The 1976 
Tax Reform Act made the rulings available for inspection and copying by the 
public, beginning with rulings requested after October 31, 1976.
The act bars the use of such letter rulings as a precedent, unless Treasury 
regulations otherwise specify that a particular ruling or rulings may be used as a 
precedent. This bar to precedential value of private rulings applies to the IRS 
as well as to taxpayers.
Every Monday, the IRS now releases a group of “written determinations” — 
including letter rulings, technical advice memoranda and determination letters
— for public inspection. Copies of these rulings are available from the IRS on 
either a subscription basis or an individual request basis. An index of the rulings 
is also planned on a weekly basis.
For further information, contact the Freedom of Information Reading Room, 
Internal Revenue Service, 1111 Constitution Ave., N.W., Room 1567, 
Washington, D.C. 20224.
Georgia recently became the 24th state to enact a law providing for mandatory 
continuing professional education for accountants. The new law, signed by 
Governor George Busbee, provides that certified public accountants and 
registered public accountants who are in practice must complete 60 hours of 
CPE during each biennial period beginning January 1, 1978, and for each 
subsequent two-year period.
At least seven other state legislatures are considering similar legislation.
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FASB Exposes 
Draft on Defined 
Benefit Pension 
Plans
Tax Specialization 
Program Set for 
August
Issues Paper 
Released on 
Employee Benefit 
Plans
SEC Proposes 
Financial Statement 
Changes for Banks
The Financial Accounting Standards Board has issued for comment an exposure 
draft covering the annual financial statements of defined benefit pension plans.
The draft says that the primary objective of financial statements of such plans 
should be to help participants assess the security of their accumulated benefits. 
Thus, the statements should report the following: net assets available for 
benefits, changes in net assets, accumulated benefits and changes in accumulated 
benefit obligations.
The proposed statement would also require a plan to report all of the plan 
investments, including equity and debt securities and real estate, at their current 
value.
The proposal would apply to pension plans providing defined benefits to 
employees of one or more employers, including government employers. If 
adopted, the statement would be effective for plan years beginning on or after 
December 15, 1977.
Comments are due by August 15. Copies of the exposure draft are available, 
in reasonable quantities, from the FASB, Publications Division, High Ridge Park, 
Stamford, Conn. 06905.
The Institute, in cooperation with the Paton Accounting Center of the Graduate 
School of Business Administration at the University of Michigan, will sponsor a 
national tax specialization program on August 1-13 in Ann Arbor, Michigan.
The comprehensive program will stress a conceptual approach to practical 
applications in the development of a tax specialist. The program, which consists 
of two one-week segments, includes an overview of the field of taxation, 
fundamentals of tax research, tax concepts — such as gross income, adjustments 
to income, deductions from income and capital gains and losses — and tax 
practice ethics and responsibilities. Participants will also learn to research 
answers to tax questions in original source materials and in tax services.
For further information concerning the program, contact Josh Grauer in the 
Institute’s continuing professional education division.
The Institute’s auditing standards division has released an issues paper dealing 
with employee benefit plans, auditing procedures for bank trusteed assets 
and related transactions, and supplemental issues.
The issues presented in the paper pertain to studying and evaluating internal 
accounting controls and auditing procedures which may be used in obtaining 
evidential matter to support the existence of trusteed assets and the related 
transactions in conducting an examination of the financial statements of an 
employee benefit plan in accordance with generally accepted auditing standards. 
The supplemental issue deals with auditing investments in bank commingled 
trust funds or in insurance company separate accounts.
Comments are due by June 30. Copies of the paper may be obtained from the 
Institute’s auditing standards division.
The Securities and Exchange Commission has proposed to replace Article 9 of 
Regulation S-X with a new article containing specific recommendations as to the 
form and content for consolidated and unconsolidated financial statements 
of banks and bank holding companies (Rel. 33-5823). The proposal contains 
elements of financial reporting requirements of the three bank regulatory agencies 
and provisions of Regulation S-X applicable to commercial and industrial 
companies and to all registrants generally.
Comments are due by July 1.
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NAARS and LEXIS 
Now Open on 
Shared Terminal 
Basis
Court Supports 
FTC’s Line-of- 
Business Program
Studies
Commissioned on 
Impact of Two 
FASB Statements
As of April 1, subscribers to the Institute’s National Automated Accounting 
Research System (NAARS) or LEXIS service have been able to subscribe on a 
shared terminal basis. NAARS, which was developed by the Institute in conjunc­
tion with Mead Data Central, Inc., a subsidiary of the Mead Corp., is a full text 
computerized system involving various accounting materials, while LEXIS 
deals with legal and income tax data. The shared subscriptions, however, are 
subject to the following qualifications:
□  Mead Data Central will permit up to three firms to share a LEXIS subscription 
under certain conditions. (These conditions specify the size of the firms.)
□  The subscribers will pay the charges set forth in the standard LEXIS 
agreement, plus a small additional shared subscription invoicing fee.
D Mead will install a single research terminal at a location to be designated by 
the subscribers.
□  The subscribers will be jointly and severally liable for the performance of 
all their obligations under the agreement.
□  Mead will mail invoices to each subscriber, except for certain conditions.
□  Individuals designated by the subscribers to receive instruction in the use of 
LEXIS will be instructed only at Mead instruction centers.
Additional qualifications pertain to termination of the agreement. For further 
information, contact Hortense Goodman, manager, information retrieval, at the 
Institute (212/575-6393).
A group of major corporations lost a round in their continuing fight against the 
Federal Trade Commission’s line-of-business program. The initial decision by the 
U.S. District Court for the District of Columbia rejected most of the arguments 
raised by the 170 companies.
In response to arguments by the companies as to the cost of furnishing the 
information and the requirement to modify their books and records, the court 
noted in the decision that there is no requirement that any company alter present 
record-keeping practices nor has the FTC prescribed any particular accounting 
method to be used in reporting the required financial information. Although 
the decision is still preliminary, several companies have indicated they intend to 
appeal the decision.
Also, the decision dealt with the issue raised by the corporations on a 
separate FTC survey of “corporate patterns.” The indication with regard to that 
reporting requirement is similar to the line-of-business program in that 
businesses will be required to comply with the reporting requirements.
The Financial Accounting Standards Board recently commissioned three studies 
on the economic impact of two controversial accounting standards. Two of the 
studies relate to FASB Statement No. 5, which deals with accounting for contin­
gencies. The other deals with Statement No. 8, on foreign currency transactions.
The American Insurance Association, in cooperation with the board, will 
survey its members to see if reinsurance practices or other procedures have 
changed as a result of Statement No. 5. Separately, Professor Robert Goshay, an 
insurance specialist at the University of California, will undertake a study to 
determine whether any changes in risk management practices have occurred 
because of the statement.
The third study, by Professor R. E. Dukes of Cornell University, concerns 
what impact Statement No. 8 has on the market prices of the common stock of 
companies with foreign operations. The board also said another study, yet to 
be arranged, will deal with the impact of Statement No. 8 on foreign currency 
risk management.
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Washington Briefs The Federal Reserve Board has adopted an amendment to permit member banks 
to pay a higher interest rate on time deposit accounts established by individuals 
saving for retirement. The Regulation Q amendment establishes a new 
category of time deposit accounts and permits banks to pay maximum interest 
rates, up to 7.75 percent, for Individual Retirement Accounts and Keogh 
Plan Accounts.
The National Science Foundation has issued a technical assessment of the long 
term implications of electronic funds transfer. Single copies of the report, 
entitled The Consequences o f Electronic Funds Transfer, are available by con­
tacting George S. Jones, Program Manager, Communications Programs, ISPT, 
National Science Foundation, 1800 G Street, NW, Washington, D.C. 20550.
Fred P. Wacker has been appointed a member of the Cost Accounting Standards 
Board, replacing Terence McClary. Wacker, assistant secretary of defense 
(comptroller), will serve until March 24, 1979.
The Treasury Department has issued proposed amendments to the regulations 
governing practice before the IRS. The amendments increase the restrictions on 
the representation of clients before the IRS by former government employees, 
and eliminate certain provisions governing the practice by attorneys, CPAs, 
enrolled agents and others. Comments are due by May 23.
The Treasury Department has also issued proposed amendments to the tax regu­
lations which would implement the general tax credit provisions of the Revenue 
Adjustment Act of 1975 and the Tax Reform Act of 1976. For further information 
see the April 18 Federal Register. Comments are due by June 2.
A proposed single basic reporting form — Form CD (Continuous Disclosure) — 
was unanimously approved as a recommendation to the SEC by the Advisory 
Committee on Corporate Disclosure at their meeting last month. The form 
would replace existing registration forms S-1 through S-16, all periodic reporting 
forms (10-K, 10-Q and 8-K) and Schedule 14-A (proxy statements). The single 
form, while eliminating some duplication, would not alter the basic guidelines 
for what substantive data must be disclosed.
Questionnaires have been mailed to 2,500 commercial banks requesting data on 
their securities activities by the Senate Banking Subcommittee on Securities, 
according to Chairman Harrison A. Williams, Jr. (D-N.J.). The survey is part of a 
major study which began in 1975.
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AICPA Board of 
Directors Actions
Council
Considerations
New IRS 
Commissioner 
Favors Some 
Fringe Benefit Tax
A Semimonthly News Report Published by the AICPA
Among the actions taken by the AICPA’s Board of Directors at its meeting in 
Phoenix on May 6 were the following:
□  Authorized the Institute to be a founding member of the International Fed­
eration of Accountants, scheduled to be formed in Munich this fall and 
approved funds to enable the new organization to be headquartered in New 
York (see story on page 2).
□  Agreed on a response, for Council consideration, to the report of the Financial 
Accounting Foundation’s structure committee.
□  Authorized the appointment of a new committee to implement the report of the 
special committee on the profession’s role in public service activities.
□  Approved an increase in size of Advisory Group A (representing local practice 
firms) from 15 to 21 members, ten of whom will be from firms of one to ten 
AICPA members and the remaining eleven from firms of up to 50 members.
□  Authorized the publication of a new monthly letter designed to meet the 
needs of local practitioners. It will cover both practice management and 
technical subjects. It will be sent free to all AICPA members in firms with 
less than 50 members and will be available to other members on request.
At its May 9-11 meeting, the AICPA’s governing Council reviewed a number of 
reports (see April 25 Letter) and took several actions. Included were the 
following:
□  Approved two amendments to the ethics rules for submission to the member­
ship for mail ballot. One would expand Rule 201 to include six general 
standards for the performance of engagements. The second proposal would 
correct a technical error in Rule 101, Independence.
□  Supported, in principle, all the recommendations of the Financial Accounting 
Foundation’s structure committee. These included election of FAF trustees by 
representatives of the sponsoring organizations rather than by the AICPA’s 
board, contributions to the FAF from any one source should be limited to 
$50,000 or one percent of the budget and that approval of FASB matters be by 
majority vote instead of the present five to two.
Council members also participated in breakout sessions to discuss elements 
of the tentative conclusions of the commission on auditors’ responsibilities. 
Among these were revision of the auditor’s report, restructuring the auditing 
standards group, expansion of the auditor’s role, membership in the AICPA for 
certain non-CPAs, removal of secrecy from the disciplinary process and publica­
tion of an analysis of audit failures.
Jerome Kurtz, the new commissioner of Internal Revenue, said he favors some 
degree of taxation of fringe benefits, including that of free plane rides for 
airline employees.
At hearings on his confirmation before the Senate Finance Committee last 
month, Kurtz said the taxation of fringe benefits requires “a careful balancing of 
equity or fairness and administration.” He added that many fringe benefits 
“are properly income, although presently untaxed.”
The CPA Letter
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The AICPA’s Board of Directors has given its formal support to the proposed 
International Federation of Accountants (IFAC) which the delegates from the 
80 countries attending the International Congress of Accountants in Munich this 
fall will be invited to join. Some 40 organizations representing some 500,000 
professional accountants in various parts of the world have indicated their 
support, at least in principle.
If the new organization is formed, the existing regional bodies will continue, 
but the International Coordinating Committee for the Accounting Profession 
(ICCAP), which represents 11 countries, will be dissolved. The International 
Accounting Standards Committee (IASC) will remain autonomous and will 
continue to issue pronouncements on international accounting standards.
The broad objective of the federation will be to develop and enhance “a 
coordinated worldwide accounting profession with harmonized standards.” To 
accomplish this, it will do the following:
□  Initiate and coordinate efforts to achieve international technical, ethical and 
educational guidelines for the accountancy profession and reciprocal recogni­
tion of qualifications for practice.
□  Promote the development of regional organizations with common objectives.
□  Arrange international congresses of accountants at intervals of approximately 
five years.
Member bodies shall ‘‘agree to work toward implementation, when and to 
the extent practicable under local circumstances, of guidelines and standards 
developed by the IFAC or other bodies specifically recognized by it as having 
appropriate responsibility and authority.”
AICPA Chairman Michael N. Chetkovich will head the Institute’s delegation 
to Munich.
The Federal Trade Commission has issued a comprehensive summons for a 
variety of AICPA records in connection with its investigation as to whether the 
activities of accountancy bodies restrain entry into the profession or restrict 
competition among accountants. It seeks information on the concentration of 
engagements and the bidding and solicitation process in firms.
The principal objective of the investigation (see April 11 Letter) is to ensure 
that state licensing functions “are being carried out consistently with federal 
policies relating to free competition, so that accounting services are provided at 
reasonable prices to businesses and consumers.”
The investigation is non-public and does not imply any violations of law. 
Also, the Justice Department has sent a letter to the Institute requesting 
material relating to the profession’s policies on advertising.
Information on 
Programs for 
Educators Sought
The AICPA’s education executive committee is seeking information on the types 
of programs and opportunities offered for educators by Institute member firms. 
The information is to be included in a proposed Institute publication which 
would describe the programs and opportunities offered, such as faculty fellow­
ships and educator participation at firm-sponsored training programs.
Firms offering these or similar programs, that are interested in cooperating 
in this effort, should contact Bea Sanders (212/575-6434), manager of the 
Institute’s educational activities, prior to June 20.
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AICPA to
Support Proposed 
International Group
FTC Subpoenas 
AICPA Material
PW Proposes 
Greater SEC 
Oversight of 
Accounting Firms. . .
. . .  and PMM 
Recommends 
Government Action 
to Strengthen 
Audit Function
Tax Statement 
Issued on Positions 
Contrary to IRS
In testimony before the Senate Subcommittee on Reports, Accounting and 
Management (the Metcalf subcommittee), John Biegler proposed a three-part 
program which “establishes an appropriate regulatory framework to monitor and 
strengthen the quality of work performed by independent accountants.”
Mr. Biegler, senior partner of Price Waterhouse & Co., proposed the following 
specific actions:
□  Formal registration with the SEC of independent accounting firms that audit 
publicly-owned companies registered with the SEC.
□  Continuous oversight by the SEC of each independent accounting firm’s 
maintenance of the quality of its auditing services.
□  The filing and annual updating by each registered independent accounting firm 
of financial and operating information, to be available to the public.
Under Mr. Biegler’s proposal, each firm would be required to undergo a 
quality control review at least once every three years by another registered firm, 
subject to approval of the SEC’s chief accountant. The SEC could, however, 
extend the review interval for smaller accounting firms.
Also recommended was the opening to the public of meetings of the Financial 
Accounting Standards Board and the AICPA, and the review by the SEC of the 
extent of management advisory services properly offered by independent 
accounting firms.
After taking issue with many elements of the Metcalf staff report, Walter E. 
Hanson, senior partner of Peat, Marwick, Mitchell & Co., proposed in his 
testimony before the subcommittee a number of government actions that would 
“strengthen the auditor’s position as a professional in the private sector.”
Among the recommendations were the following:
□  Providing confidentiality protection for auditors’ workpapers and for AICPA 
investigations of substandard professional performance.
□  Permitting auditors to have the right of access to significant financial data 
concerning the company being audited, even though held by others.
□  Requiring the use of audit committees of boards of directors made up of 
independent qualified outsiders. Their responsibilities should be defined by 
statute, including the responsibility to retain and discharge auditors.
□  Providing a clear definition of legal responsibilities of auditors and measures 
of damages.
□  Establishing penalties for corporate officials for falsification of books and 
records, evasion of a system of internal control, or misrepresentation to 
auditors with intent to defraud or deceive.
The AICPA’s federal taxation division has issued a statement (No. 10) that 
discusses whether a CPA should provide in tax returns information about 
positions taken therein that are contrary to the Internal Revenue Code or to 
interpretations of it by the Treasury Department or the IRS.
The following are its conclusions:
□  In preparing a tax return, a CPA may take a position contrary to Treasury 
Department or IRS interpretations of the Code without disclosure, if there is 
reasonable support for the position.
□  In preparing a tax return, a CPA may take a position contrary to a specific 
section of the Code where there is reasonable support for the position. In such 
a rare situation, the CPA should disclose the treatment in the return.
□  In no event may a CPA take a position that lacks reasonable support, even 
when this position is disclosed in a return.
Copies of the statement are being sent to all members. Additional copies may 
be obtained from the Institute’s order department at $1.25 per copy.
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SAS on Unaudited 
Replacement Cost 
Data to be Issued
AICPA Reorganizes 
Technical Staff
CASB Exposes Staff 
Draft on IRD and 
B & P Costs
Applications Being 
Sought for SBA 
Directory
The Institute’s auditing standards executive committee is issuing a statement on 
auditing standards dealing with unaudited replacement cost information. The 
standard, SAS No. 18, provides guidance for auditors as to the procedures to be 
applied to such data.
In general, the procedures consist of selected inquiries of management and 
don’t require the auditor to corroborate the management’s responses. The ob­
jective of the procedures is to provide the auditor with a reasonable basis for 
considering whether the information complies with Regulation S-X and is con­
sistent with management’s responses to the inquiries.
Copies of the SAS are expected to be available about June 1 from the 
Institute’s order department at $1.25 each.
Several changes have been made in the technical staff of the AICPA following 
the resignation of John Mullarkey, former director of auditing standards, who has 
joined Touche Ross & Co. as manager, auditing advisory services.
Tom Kelley has moved over from director of the accounting standards 
division to take Mullarkey’s former position in auditing. Kelley’s new telephone 
number is (212) 575-6377. He will direct the staff support activities for the 
auditing standards executive committee and related functions.
Replacing Kelley is Paul Rosenfield, formerly director of technical research. 
The accounting standards division is responsible for determining and presenting 
the Institute’s positions on financial and cost accounting matters. Its statements 
of position serve as guidelines pending FASB action. Rosenfield’s new number 
is (212) 575-6368. Research will now become an integral part of the standards- 
setting divisions instead of a separate operation.
Thomas W. McRae, who was associated with the technical research division, 
will join Rosenfield in accounting standards as administrator of special projects. 
His telephone number is (212) 575-6405.
The Cost Accounting Standards Board has issued for comment a staff draft cost 
accounting standard on “Accounting for Independent Research and Development 
(IR&D) and Bid and Proposal (B&P) Cost” as part of the staff’s continuing 
research on this subject.
The draft provides criteria and guidance in the following areas:
□  The establishment of cost pools for the allocation of IR&D and B&P costs.
□  Allocation of IR&D and B&P costs based on the existence of a beneficial or 
causal relationship between such costs and cost objectives, including the 
allocation of business unit IR&D and B&P costs to final cost objectives.
Comments are due at the CASB office, 441 G Street, NW, Washington, D.C. 
20548 by June 30.
The Small Business Administration publishes a directory of small research and 
development business firms by their field of interest and capabilities. The direc­
tory is published on an annual basis by each SBA region and distributed to major 
federal civilian and military procurement agencies in the nation who are in­
volved in research and development.
Small research and development business firms interested in being included 
in the forthcoming directory should submit a request for the necessary forms 
to the appropriate regional office, addressed to the assistant regional director for 
procurement assistance. Application is to be made by June 2.
Member firms may wish to bring this directory to the attention of certain 
clients in this field. Addresses of the regional offices can be obtained from the 
Letter or the SBA, 1441 L Street, NW, Washington, D.C. 20416.
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Use of “Accountant” 
Restricted by 
California Court
More Protection for 
Small Investor 
Urged by Sporkin
Research Report 
on Price Level 
Restatements Issued
A California Appellate Court recently ruled that the term “accountant” may not 
be used by unlicensed individuals in connection with a business name. While 
such terms as “accountant” and “accounting” are not expressly prohibited under 
California law, the court upheld a preliminary injunction against an individual 
doing business as “A-Accounting —Jack M. Hill & Co.”
“The use of the title ‘A-Accounting’ . . . can only be interpreted to mean that 
he is skilled in the practice of accounting or is qualified and ready to provide 
accounting services to the public, a representation that an unlicensed person is 
prohibited from doing,” wrote the court.
The court took particular note of a 1974 Texas case (Texas Board of 
Accountancy v. Fulcher) which held as constitutional a state statute prohibiting 
a person not having a valid permit from holding himself out as an “accountant.” 
Copies of both the California and Texas decisions are available from the 
Institute’s legislative reference service.
In a speech before the Society of American Business and Economic Writers, 
Stanley Sporkin, the SEC’s director of enforcement, called for a shareowners’ 
“Bill of Rights” to protect the interests of small investors.
Such a “bill,” he said, should guarantee the following:
□  Disclosure of directors’ conflicts of interest or potential conflicts.
□  Representation of investors by directors who look after shareholders’ interests.
□  Protection against management subverting assets to their own use.
□  True independence of auditors and outside counsel, who wouldn’t act in the 
interests of one faction against another.
□  Honest business dealings by management.
□  Redress in the federal courts.
□  A strong SEC and financial press.
Mr. Sporkin said that his staff has under consideration a proposal to require 
that corporations add a new type of officer — a business practices officer — as a 
watchdog of corporate morality who would report directly to the organization’s 
audit committee. On the matter of auditor independence, he advocated required 
rotation, or some other arrangement in which both the selection of outside 
auditors and their accountability are removed from the company’s jurisdiction.
Mr. Sporkin emphasized that he was expressing his personal views and not 
necessarily those of the SEC.
The Financial Accounting Standards Board recently issued a research report 
showing the results of field tests of proposals set forth in the board’s exposure 
draft, “Financial Reporting in Units of General Purchasing Power.”
The report shows the effects of restating the financial statements of business 
enterprises for changes in the general purchasing power of the dollar differ 
significantly from company to company. For example, for most of the 101 com­
panies surveyed, the study shows that restated net income was lower than 
reported net income — in a few cases by as much as 60 to 70 percent, but generally 
less than that. For some companies, however, particularly public utilities, net 
income was greater on a price level adjusted basis.
Also, the report includes the following: conceptual disagreements with the 
exposure draft expressed by the field test participants, implementation problems 
encountered in applying the exposure draft proposals and shortcuts developed 
to overcome these problems.
Copies of the study are available at $3 ($2.40 to associate members of the 
Financial Accounting Foundation and academicians) from the FASB, High Ridge 
Park, Stamford, Conn. 06905.
-  6  -
Washington Briefs Representative Al Ullman (D-Ore.), chairman of the House Ways and Means
Committee, has introduced a bill (HR 6715) to provide technical amendments to 
clarify and conform various provisions adopted under the Tax Reform Act of
1976. The bill, which is based on a review by the staff of the Joint Committee on 
Taxation, includes several changes — notably involving estate and gift taxes.
The staff of the Securities and Exchange Commission has begun a broad review 
of the agency’s proxy rules as the basis for an SEC decision whether to propose 
amendments “to improve shareholder communications and increase participation 
in the corporate electoral process and corporate governance. “Comments are due 
by July 1 and public hearings are planned for early September.
The SEC, in Rel. 33-5825, is considering a proposal to require commercial and 
industrial companies to disclose investment concentrations in marketable 
securities and other security investments. This proposal is a revision of an earlier 
proposal which would have applied to all registrants rather than to only 
commercial and industrial companies. Comments are due by June 30.
In Rel. 34-13477, the SEC has rescinded Form 12-K and required all registrants 
filing with the ICC, FPC, FCC and CAB to file annual and quarterly reports 
on Forms 10-K and 10-Q in compliance with the regulations covering those 
reports. This rule is effective for annual and quarterly fiscal periods ending on or 
after October 1, 1977.
The Department of Labor has announced a delay in the publication of regulations 
on filing and distributing summary plan descriptions, due to the large number 
of comments received on the interim regulations issued in March. Also, the 
DOL said it is extending the deadline for distributing summary plan descriptions 
from July 15 to September 30.
The Cost Accounting Standards Board is inviting comment on its recently issued 
standard on accounting for independent research and development and bid 
and proposal costs. The draft provides criteria and guidance for the 
establishment of cost pools for these costs. Comments are due by June 30.
In Rel. 33-5824, the SEC announced it is considering formulation of rules 
and guides involving accounting and disclosure practices in the railroad 
industry. The SEC’s objective is “to encourage uniform textual and financial 
statement disclosure of material items that are unique” to the railroad industry. 
Comments are due by June 17.
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In further testimony before the Senate Subcommittee on Reports, Accounting 
and Management (the Metcalf subcommittee], more calls for reform within the 
accounting profession were heard. Most of the representatives of accounting 
firms testifying before the panel opposed further government intervention in the 
accounting process.
Harvey Kapnick, chairman of Arthur Andersen & Co., urged that the Institute 
formulate a rule prohibiting any member CPA from auditing a publicly-owned 
company unless that corporation had an audit committee of outside directors. 
“Before any legislation is considered,” Kapnick said that the profession, the 
AICPA and the FASB “should be given a reasonable period of time to achieve 
specific goals and objectives.”
William S. Kanaga, managing partner of Arthur Young & Company, also 
urged an expanded role for the corporate audit committee, including the authority 
to hire and fire the company’s outside auditors. As to standards-setting,
Kanaga said: “No profession — be it law, medicine, or any other — can long exist 
as a profession where government takes over the primary responsibility for 
policing the members of the profession.”
Norman E. Auerbach, chairman of Coopers & Lybrand, called for the SEC to 
charter a new private-sector body to consist of all CPA firms that audit public 
companies. The group would set its own standards for practice, including a sys­
tem of peer review and public disclosure of financial and operating information.
International Accounting Standard No. 6, “Accounting Responses to Changing 
Prices,” is now available. It was issued by the International Accounting Standards 
Committee, the nine-nation body that attempts to harmonize world-wide 
accounting practices.
The new standard holds that enterprises should present in their financial 
statements information that describes the procedures adopted to reflect the impact 
on the financial statements of specific price changes, changes in the general 
level of prices, or of both. Also, if no such procedures have been adopted, this 
fact should be disclosed. The effective date is for periods beginning on or 
after January 1, 1978.
The statement describes the two general methods taken to remedy the 
shortcomings of the traditional historical accounting approach. It points out 
that there is not yet a single international consensus on a single method to reflect 
the impact of changing prices in financial statements. Reference is made to an 
IASC discussion paper, “Treatment of Changing Prices in Financial Statements:
A Summary of Proposals.” Issued in March, the paper describes the various 
proposals on inflation accounting made by accountancy bodies throughout the 
world. (Copies may be obtained from the AICPA’s international practice 
division.)
Copies of the standard have been mailed to members of the Accounting 
Research Association. Others may obtain them through the Institute’s order 
department at $2.00 each, with the usual discounts.
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Two AICPA 
Members 
Terminated: 
One Suspended
On December 6, 1976, Morris Segal of Jenkintown, Pennsylvania, was suspended 
from membership in the Institute under the automatic disciplinary provisions 
of the Institute’s bylaws pending the appeal of his conviction in a U.S. District 
Court. He was convicted of conspiring with a client and of bribing an IRS agent 
who was conducting an audit of the client’s income tax return.
The appeal was subsequently withdrawn and on April 1 ,  1977, Mr. Segal 
was notified that his suspended membership was terminated.
The bylaws of the Institute provide that any member whose certificate as a 
certified public accountant, or license or permit to practice as such or to practice 
public accounting is revoked, withdrawn or cancelled as a disciplinary measure 
by any governmental authority shall have his membership in the Institute 
terminated without a hearing.
□  Effective April 2 9 , 1977, the Institute membership of Archie S. Barnhill
of Dallas, Texas, was terminated due to the revocation of his certificate and 
permit to practice by the Texas State Board of Public Accountancy for 
preparing a report on a corporation’s financial condition which was not in 
accordance with generally accepted accounting principles and generally 
accepted auditing standards.
The Institute’s bylaws also provide that membership in the Institute shall be 
suspended without a hearing should there be filed with the secretary of the 
Institute a judgment of conviction imposed upon any member for the filing of a 
false or fraudulent income tax return on his or a client’s behalf and that 
membership shall be terminated in like manner upon the similar filing of a final 
judgment of conviction.
□  On April 11, 1977, Howard A. Pohrman of Portland, Oregon, was notified 
that his Institute membership was suspended upon his conviction in the 
U.S. District Court for the District of Oregon of filing false individual income 
tax returns. An appeal of the conviction was taken by Mr. Pohrman and
is pending in the ninth circuit Court of Appeals.
President Carter recently signed “The Tax Reduction and Simplification Act 
of 1977,” saying it will simplify tax return preparation for 95 percent of all tax­
payers. The law provides, among other features, a tax reduction for many 
individuals who don’t itemize their deductions.
Under the Act, all minimum standard deductions and percentage limitations 
are eliminated. Instead, a fiat standard deduction of $2,200 for single individuals 
and $3,200 for married taxpayers is provided. Payroll withholding of all 
workers began to decline June 1 to reflect the increased standard deduction. 
Other provisions of the Act include the following:
□  Extension of the general tax credit and the earned income credit through 1978.
□  A one-year deferral of the repeal of the sick pay exclusion and the reduction 
of the earned income exclusion for U.S. citizens living and working abroad.
□  Expansion of the present corporate rate reductions and the $50,000 corporate 
surtax exemption through 1978.
□  A new jobs tax credit, up to $100,000 per year, to businesses hiring new 
employees in 1977 and 1978.
For further information, see the July Journal o f Accountancy.
New Tax Law Said 
to Simplify Returns 
for Most
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Attendance at 
Computer 
Conference Sets 
New Record
CASB To Hold 
Second Evaluation 
Conference
Financial and EDP 
Salaries Hit 
Record Levels
The 13th Annual AICPA Conference on Computers and Information Systems, held 
in Chicago May 16-19, attracted more than 500 CPAs — up sharply from 310 
last year and more than twice the number of participants in 1975. The conference 
covered a wide range of EDP topics, including those dealing with both the 
present state of the art and future developments, as they relate to the impact of 
computers on CPA practices.
The conference included eight-hour sessions in both basic computer auditing 
and the audit and control of advanced computer systems, as well as three 
three-hour sessions in remote computing (timesharing). Other sessions dealt with 
using EDP in an accounting practice, computer operations in a CPA firm, study 
and evaluation of internal control in EDP systems, statistical sampling and 
guidelines for general ledger and financial reporting systems and also for 
computer tax return preparation systems.
The program included discussions on computer fraud and security by 
Professor Brandt Allen of the Darden Graduate School of Business at the 
University of Virginia, Mark F. Polanis, senior audit specialist at the Bank 
Administration Institute, and Joseph Rosetti, director of security at IBM Corpora­
tion. Harold Weiss, director of the Automation Training Center, Inc., spoke 
on the current status of computer auditing.
For further information, see the July Journal of Accountancy.
The Cost Accounting Standards Board will hold its second evaluation conference 
on promulgated standards and regulations on October 12-13 in Reston, Virginia. 
The conference will provide interested persons with an opportunity to suggest 
ways to improve the effectiveness of board rules and regulations, and to discuss 
ways to enhance their utility.
The conference will include a review of promulgated standards, interpre­
tations and regulations that have been in effect for a year prior to the meeting. 
The board invites comments as to the application of these standards.
For further information, contact the Administrative Officer of the board, 
which is located at 441 G Street, N.W., Washington, D.C. 20548. Comments 
are due by October 3.
Salaries for financial executives, accountants and data processing personnel are 
at record levels, according to a study recently released by Robert Half Personnel 
Agencies, Inc. Financial starting salaries rose an average of 6.4 percent over 
last year, while EDP salaries climbed 4.4 percent in 1977, said the study.
The report was based on an analysis of thousands of position requests 
received by Half’s 52 nationwide offices. Some highlights from the study include 
the following salary and percentage increases for 1977:
□  Chief financial officers at firms with a volume of $50 to $250 million — 
$40,000 to $62,000 — up 4.1 percent.
□  Corporate controllers at firms with a volume of $750 million or more —
$80,000 to $125,000 — up 2.5 percent.
□  Senior internal accountants at large firms — $19,000 to $25,000 — up 10 percent.
□  Internal accountants, with between one and three years of experience, 
at medium-size firms — $10,500 to $12,500 — up 4.5 percent.
□  Public accountants, with between one and three years of experience, at large 
firms — $14,000 to $17,500 — up 3.3 percent.
□  Large installations systems analysts — $16,000 to $20,000 — up 5.9 percent.
□  Medium installation programmers, with more than one year of experience — 
$15,500 to $18,500 — up 11.5 percent.
For further information, see the July Journal of Accountancy.
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Auditors’ 
Responsibilities: 
Basic Issues
Statement on 
Hospital Related 
Organizations 
Proposed
In its report on tentative conclusions, issued April 1 (see March 28 Letter), 
the Commission on Auditors’ Responsibilities made 40 recommendations based 
on its two-and-a-half year study. Many of them have considerable significance 
to the entire profession. The Letter is, therefore, over the next few months, 
planning to briefly summarize some of the key recommendations and the reason­
ing behind them. Members are urged, however, to read the full report to get a 
better understanding of the commission’s rationale. Copies are available at $2.50 
each from the Institute’s order department.
The auditor’s standard report should be revised — The commission believes 
that the standard report is interpreted as a single, although complex, symbol 
that is no longer read. Also, the report uses terms that are not in common usage. 
The auditor’s report, which is on a set of financial statements only, as now 
presented, is not sufficient to convey his role and responsibilities as they now 
exist or as they will evolve. A report on the entire audit function is required 
to provide sufficient flexibility to convey the required information to users.
If the report is expanded to reflect the entire audit function in the specific 
circumstances of the particular client, the tendency for the report to become an 
unread symbol is reduced. If standardized alternative phrases are used that 
pertain to specific circumstances, the commission believes that users will devote 
greater attention to the content of the auditor’s report, but the benefits of 
standardized wording will be retained.
The commission goes on to recommend that management present a report 
with the financial statements that acknowledges management’s responsibility for 
the representations in the financial information. It should include assurances 
that the information is presented in conformity with generally accepted 
accounting principles appropriate in the circumstances and that legal counsel 
has been consulted on proper disclosure of legal matters.
Restructuring o f the auditing standards-setting body  — The commission 
recommends that the present auditing standards executive committee be replaced 
by a full-time auditing standards board within the AICPA and that it be com­
posed of five to nine members supplemented by a strengthened staff. The 
commission concludes that the auditing standards-setting process has worked 
reasonably well and should remain within the Institute. However, the reorganiza­
tion is suggested to meet certain criticisms primarily related to the present 
committee’s ability to identify problems and to provide more timely guidance.
These criticisms include such elements as the fact that the present mech­
anism does not encourage outside participation, where appropriate; lack of 
recognition given to audits for non-public companies; existing material does not 
give specific guidance on the pronouncements of the committee; productivity 
is not as great as it could be; a three-year turnover among part-time committee 
volunteers slows momentum and can result in the subsequent appointment 
of less experienced committee members; volunteers, many with significant client 
responsibilities, cannot be expected to give the same intensive attention to the 
wide range of problems as can full time board members.
Because of significant professional concern, the Institute’s subcommittee on 
health care matters is developing a draft statement of position on “reporting 
practices relating to hospital related organizations and funds held in trust by 
others.” It would propose modifications to the Hospital Audit Guide.
At the moment, the draft statement has not been reviewed by the Institute’s 
accounting standards executive committee or approved for exposure to the 
industry. If approved, notice of the draft statement will be announced and copies 
made available. An extensive exposure period will follow.
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Technical Standards 
Review for CPA 
Firms to be Offered
SEC Proposes 
Changes in 
Segment Reporting
AcSEC Comments 
on SEC’s Lease 
Disclosure Proposals
Neil Armstrong to 
Address Annual 
Meeting
The Institute will offer a technical standards review for CPA firms later this year. 
This program is the successor to the AICPA’s local firm quality review program.
This is how the program works: Reviewers who are practicing CPAs with 
engagement review experience visit the reviewed firm’s office to perform a post 
issuance review of working papers and reports for audited and unaudited 
statement engagements selected by the reviewed firm. Reviewers then render 
a confidential oral report at the conclusion of their visit.
This is one of the confidential consulting reviews provided under the 
Institute’s voluntary quality control review program for CPA firms. It should not 
be confused with the program’s compliance review or with its other consulting 
reviews — namely the quality control document review and preliminary quality 
control procedures review, which will be available in the near future.
For further information, contact Morris W. Wishnack, manager, practice 
and quality review (212/575-6291).
The Securities and Exchange Commission recently proposed amendments to 
certain registration and reporting disclosure forms regarding line of business 
information. The proposals would require the presentation of financial data 
relating to industry segments, domestic and foreign operations and export sales in 
lieu of the line of business information presently reported.
Also, the proposed rules would:
□  Revise certain SEC disclosure requirements to coordinate with segment 
disclosure requirements called for by Statement of Financial Accounting 
Standards No. 14, “Financial Reporting for Segments of a Business 
Enterprise.”
□  Develop an integrated disclosure form, Form S-K.
Comments are due by August 10 and should be directed to George A. 
Fitzsimmons, Secretary, SEC, 500 N. Capitol St., Washington, D.C. 20549. 
Reference should be made to File No. 57-695.
In a letter to the Securities and Exchange Commission, the Institute’s accounting 
standards executive committee has commented on the SEC’s proposed 
accounting series release on lease disclosure requirements.
The letter, among other items, seeks clarification as to whether the proposed 
amendments apply to both lessors and lessees or only to lessees. Clarification 
is also sought as to the conceptual difference between the application to lessors 
and to lessees.
Copies of the letter are available upon written request from the Institute’s 
accounting standards division.
Drawing upon his years of experience as a pilot, astronaut and aeronautical 
researcher, Neil A. Armstrong will discuss some significant issues as a featured 
speaker at the AICPA’s 90th annual meeting in Cincinnati on September 18-20.
He will speak on Monday, September 19, at the general luncheon to which spouses 
are invited.
Mr. Armstrong is currently the University Professor of Engineering at the 
University of Cincinnati. He is a member of the Department of Aerospace 
Engineering and Applied Mechanics, where he is involved in both teaching and 
research work.
The highlight program and full registration information for the annual 
meeting were mailed to the AICPA membership last month. For further 
information, contact the Institute’s meetings department.
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Washington Briefs The Internal Revenue Service, in IR-1815, announced that it will not assess
penalties on income tax preparers for failing to comply with the original signature 
and tax identification number requirements imposed by the Tax Reform Act 
of 1976. This applies to returns filed prior to September 1, 1977. Those penalties 
already assessed will be refunded.
President Carter recently told the heads of executive branch departments and 
agencies to review the consulting services now being used and “to eliminate 
those consultant arrangements found to be neither appropriate nor necessary.”
The Treasury Department says that Form 5713, Internal Boycott Report, should 
now be available at local IRS district offices. Concurrent with the release of 
the form, an extension of the filing deadline to July 1 5 , 1977 was announced.
The Cost Accounting Standards Board recently published a restatement of its 
objectives, policies and concepts. The board says it welcomes comments from 
the public on this restatement and that it will issue revisions as required.
The Department of Labor, the Pension Benefit Guaranty Corporation and the 
IRS — the three agencies with jurisdiction over ERISA — are requesting comments 
on proposed regulations concerning summary annual reports and annual 
report regulations for employee benefit plans. Comments are due at the DOL by 
July 5.
The PBGC has released a study on terminating single employer plans covered by 
the guarantee program of ERISA. Copies of the study, entitled “Analysis of 
Single Employer Defined Benefit Plan Terminations, 1976,” (Pub. No. PBGC 505) 
are available free by calling 202/254-4817, or by writing to the PBGC at 2020 K 
Street NW, Washington, D.C. 20006.
In Rel. No. 35-2002, the SEC announced final amendments to the public utility 
annual report Form U5s. The amendments will require separate annual reports 
to Form 10-K in order to satisfy the investor disclosure requirements under the 
1934 Securities Act.
The Treasury Department has issued an application form to be used to establish 
a taxpayer’s inability to file an employee plan return because of circumstances 
beyond the taxpayer’s control. Form 5558, “Application for Extension of Time to 
File Certain Employee Plan Returns,” may be used by a sponsoring employer, 
plan administrator, disqualified person or their representative.
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SAS on Client 
Representations to 
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AcSEC Issues 
Draft on Service 
Transactions
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The Institute’s auditing standards executive committee will issue a statement in 
early July on auditing standards dealing with client representations. The 
standard, SAS No. 19, establishes a requirement that auditors obtain written 
representations from management as a part of an examination in accordance with 
generally accepted auditing standards. It also provides guidance on the repre­
sentations to be obtained.
The standard notes that the specific representations obtained by the auditor 
will depend on the circumstances of the particular engagement and the nature 
and basis of presentation of the financial statements. The matters that should 
ordinarily be covered by written representations are indicated.
While normally the company’s chief executive and chief financial officer 
should sign the representations, there may be certain circumstances when the 
auditor may want written representations from other individuals.
Also, the standard says that “management’s refusal to furnish a written 
representation that the auditor believes is essential constitutes a limitation on the 
scope of the auditor’s examination sufficient to preclude an unqualified opinion.” 
Further, adds the standard, “the auditor should consider the effects of manage­
ment’s refusal on his ability to rely on other of their representations.”
SAS No. 19 will be effective for examinations for periods ending on or after 
September 3 0 , 1977. Copies of the SAS will be mailed to all Institute members 
shortly; additional copies of the standard are expected to be available about 
mid-July from the Institute’s order department at $1.25 each.
The Institute’s accounting standards executive committee has issued an exposure 
draft of a statement of position on accounting for service transactions. The 
draft applies to both profit and non-profit transactions, but is not intended to 
supersede existing practices with respect to specific transactions or industries as 
set forth in the draft’s appendix.
The draft calls for revenue from service transactions to be recognized on 
performance, “since performance determines the extent to which the earnings 
process is complete or virtually complete.” Accordingly, the draft urges that 
revenue from service transactions be recognized as follows:
□  Specific performance method — Performance “consists of the execution of a 
single act and revenue should be recognized when that act takes place.”
□  Proportional performance methods — Performance consists of executing more 
than one act and revenue should be recognized based on the measurement 
of the sales value allocable to each accounting period covered by the 
transaction.
□  Completed service method — If performance consists of more than a single 
act, the proportion of services to be performed in the final act may be so 
significant that performance cannot be deemed to have occurred until execu­
tion of that act.
Comments are due by September 30. Copies of the draft are available on 
written request from the Institute’s accounting standards division.
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The AICPA’s fourth annual series of practice management conferences has been 
scheduled for this summer and fall. Organized and presented by the manage­
ment of an accounting practice committee, four different two-day presentations 
will be held. The objective is to analyze key problems of practice management 
and provide CPA practitioners with techniques and procedures that will lead to 
greater efficiency and successful growth. Except for the Washington, D.C. 
program, which will be conducted by the AICPA, the sessions will be conducted 
in cooperation with the local state society. The subjects and dates are as follows:
□  Partnerships; Denver, August 29-30.
□  Successful Firm Administration; Denver, September 1-2.
□  Practice Growth and Development; Washington, D.C., September 29-30.
□  People Management; New Orleans, October 27-28.
Much of the material for these sessions will be based on the Management of 
an Accounting Practice Handbook, which now includes the 1976 Supplement. 
This 300-page supplement is still available at $20 ($16 to AICPA members) and 
may be ordered from Barry Kuchinsky of the member relations division. It 
covers such subjects as professional corporations, coping with disaster, sample 
partnership agreements, as well as new forms and chapter revisions.
AICPA Assists 
Doctoral 
Candidates. . .
Five doctoral candidates will share $24,150 in 1977-78 under the AICPA’s 
Grants-In-Aid program for assistance with their dissertations. Criteria for selec­
tion include relevance of the topic to the principal concerns of public accounting, 
adequacy and thoroughness of methodology, and academic achievement of the 
applicant. The following are the recipients and their subjects:
□  William S. Hopwood, Jr., University of Florida. “An Empirical Investigation 
into the Usefulness of Accounting and Market Data in the Forecasting of 
Accounting Earnings.”
□  Thomas Kida, University of Massachusetts. “An Analysis of Auditors’ Going 
Concern Decisions.”
□  Young K. Kwon, University of Texas at Austin. “Social Value of Accounting 
Information in the Arrow-Debreu Economy.”
□  Lloyd Austin Patterson, University of Texas at Austin. “ Internal Control 
Management and Evaluation in Data Base Systems.”
□  K. K. Raman, Indiana University. “An Empirical Investigation into the 
Desirability of Applying Commercial Accounting Principles to Municipal 
Accounting and Reporting.”
The John L. Carey Scholarships were established in honor of Mr. Carey, former 
executive director and administrative vice president of the AICPA. They are 
awarded to members of the senior class at Yale University for graduate study in 
accounting leading to a career in professional accounting. Both of this year’s 
recipients are enrolled in the Masters of Science program in accounting at the 
New York University Graduate School of Business and are employed by major 
accounting firms in New York City. The scholarship winners are Peter A. 
Langerman of New Haven, Conn., a Russian Studies major with extensive courses 
in economics and accounting, and Scott Neil Newman of West Orange, New 
Jersey, who majored in history, supplemented by a strong background in 
economics and financial accounting.
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Metcalf
Subcommittee: 
Testimony 
Continues. . .
. . .  And Ends 
Hearing With New 
SEC Commissioner
Testimony before the Senate Subcommittee on Reports, Accounting and Man­
agement (the Metcalf subcommittee) continued late last month and into early 
June. Discussion centered on the need for possible legislative changes in how the 
accounting profession operates and on the highly critical staff study released 
last December.
Late last month, Eli Mason, managing partner of Eli Mason & Co., a New 
York firm, in speaking before the subcommittee, reiterated a proposal he had 
previously made. He called for a national CPA certificate to be issued by a private 
federally chartered “Institute of Certified Public Accountants of the U.S.” This 
single institute would govern all accounting regulation. In addition to promul­
gating and enforcing the profession’s ethical and auditing standards, it would 
take over the accounting rule making functions of the Financial Accounting 
Standards Board. The proposed body would also provide for uniform rules and 
standards.
Speaking in early June, the late Manuel F. Cohen, then chairman of the 
AICPA-appointed Commission on Auditors’ Responsibilities (see p. 6), discussed 
the findings and tentative conclusions of the group (see March 28 Letter). He 
said that the present focus of an audit on a specific set of financial statements 
issued once-a-year is “too narrow and obsolete.” Rather than a once-a-year 
audit of financial statements, “the audit should be considered as involving an 
examination of the entire reporting system to be performed over time.”
In the area of questionable or illegal acts, Cohen said the commission 
recommended a three-step program to aid in their detection and exposure:
□  The development and wide publication by the client company’s board of 
directors “of a policy statement that specified unacceptable behavior in 
reasonable detail.”
□  In consultation with the auditor, the development and implementation “of a 
system of controls and procedures to monitor compliance with the policy 
statement.”
□  “Review of the control system by the auditor to test its continuing 
effectiveness.”
Also testifying before the panel was Newton N. Minow, chairman of the 
Arthur Andersen Public Review Board. He explained the board’s purpose and 
some advantages of establishing an outside review board. He noted: “I believe 
that our experience over the last three years is strong evidence that effective 
review by an independent body of persons not otherwise affiliated with the firm 
is possible within the private sector — and that review by a governmental agency 
is not the only way, and perhaps not the best way, to accomplish the many 
purposes such review is designed to achieve.”
For further information, see the July Journal o f Accountancy.
On the final day of hearings (June 13), Harold M. Williams, the new chairman of 
the Securities and Exchange Commission, expressed support for the private 
sector standards-setting process, but warned that the SEC would carefully 
monitor the accounting profession.
According to the chairman, the SEC intends to study the feasibility of 
requiring detailed disclosure by publicly held companies of all services performed 
by their independent auditor — along with the fees paid for these services. 
Williams said he favored the establishment of audit committees made up of inde­
pendent corporate directors and increased disclosure involving changes in 
independent auditors.
Williams said the SEC will submit a report to the subcommittee on July 1,
1978, analyzing the progress the commission and the profession had made. 
Additional hearings may be scheduled after the report is issued.
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Auditors’ 
Responsibilities: 
Basic Issues, Part 2
Conference 
Scheduled on 
Professional Liability
IRS Reports on 
Probe into Illegal 
Payments
The following continues the summarization of the key recommendations of the 
Commission on Auditors’ Responsibilities started in the June 13 Letter.
Independence — An active board of directors with a significant proportion 
of independent outside directors to whom the auditor reports is necessary to help 
sustain his independence. Such a board is necessary for effective monitoring of 
management’s performance and can balance the auditor’s relationship with 
management.
The possible abuse of accounting methods is a key area for outside directors 
to probe. The board must monitor management’s stewardship over corporate 
assets. Outside directors should consider the corporation’s total audit needs and 
balance the work of internal auditors and independent auditors in evaluating 
controls and management’s supervision of them. The role of the independent 
auditor in improving corporate accountability can be significantly strengthened 
by closer cooperation with boards of directors. For example, directors should 
regularly receive a report on the company’s accounting system and the controls 
over it from the independent auditor.
Recruiting for Management Positions — Audit firms should neither recruit 
for management positions which carry discretion over the selection or retention 
of the auditors nor place former employees in these positions.
The commission believes that there is a potential for conflicts arising from 
executive search and other personnel services. To avoid the appearance of 
conflicts of interest, it holds that firms should not engage in employment, recruit­
ment or placement of individuals who would be directly involved in the decision 
to select or retain independent auditors. This would usually include presidents 
and chief financial officers, directors and those at comparable levels. However, 
the commission states that if its recommendations to strengthen audit committees 
are adopted, public accounting firms would be able to continue to offer recruit­
ment or placement services for management positions below the board or 
board-entry level with fewer potential independence problems.
A two-day conference on the Fairness of Professional Liability will be held in 
Denver on July 14-15 at the Executive Tower Inn. It is under the auspices of The 
Academy for Contemporary Problems.
The program has several unique features. It will concentrate simultaneously 
upon the liability of nonmedical professions — accountants, architects, attorneys 
and engineers — as they are affected by current state laws and court decisions. 
The aim of the conference is to make progress toward protecting professionals 
and consumers more effectively without giving rise to the unfortunate crises in 
connection with liability and the availability of insurance. The sponsoring 
organizations include the AICPA and other national professional organizations.
For further information, write to Mr. Joseph White, The Academy for 
Contemporary Problems, 1501 Neil Avenue, Columbus, Ohio 43201.
The Internal Revenue Service recently reported on its year-long questioning of 
the nation’s 1,200 largest corporations as to illegal payments (see April 26, 1976 
Letter). The IRS had asked the corporations to respond to 11 questions involving 
possible bribes, kickbacks and other illegal payments.
The IRS said that the probe indicated the existence of 481 potential illegal 
corporate slush funds, of which 71 may represent criminal fraud. The agency’s 
intelligence division will investigate these 71 cases.
Corporations or individuals responsible for operating slush funds could be 
fined up to $10,000 and receive jail terms of up to five years for each year the 
illegal funds had been in operation, said the IRS.
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AICPA Seeks 
Amendment to 
IRS Manual
Regional Trial 
Board Suspends 
One Member, 
Admonishes Another
FASB Shuffles 
Emerging Problem 
Agenda
In a letter to the Treasury Department, the Institute’s committee on working 
paper access has requested that the Internal Revenue Agent’s Manual be amended 
to include the following statement: “In applying the provisions of Code Section 
7602, neither the taxpayer nor an attorney or accountant representing the tax­
payer will be required to furnish working papers, memoranda, or other analysis 
related to the determination of the provision and liability for federal and state 
taxes to be reflected in its financial statements for any reporting period.”
Also, the committee has prepared a comprehensive memorandum explaining 
what information is included in the tax accrual working papers and why the 
Internal Revenue Service should not have access to those working papers.
Copies of the committee’s letter and memorandum are available upon written 
request from the Institute’s auditing standards division.
At a meeting of a hearing panel of Regional Trial Board VII in Michigan, on 
April 2 7 , 1977, the ethics charging authority presented two separate cases against 
two CPAs who were members of both the Michigan Association of CPAs and 
the AICPA for violations of the Michigan Association’s Rules of Professional 
Conduct and the AICPA’s Code of Professional Ethics.
In the first hearing, the member was charged with committing acts dis­
creditable to the profession by failing to make timely refund of money to two 
clients which he held for them as agent under written escrow agreements which 
provided for repayment on demand. The escrowed funds had been placed in 
time deposits.
The hearing panel found the member guilty as charged notwithstanding that 
the acts were not committed in relation to his practice of public accounting and 
suspended his membership in the Michigan Association of CPAs and the AICPA 
for a period of six months. The panel also determined that the member’s name 
be withheld from publication in the notice of disciplinary action.
In the second hearing, a member was also charged with committing acts 
discreditable to the profession by failing to cooperate with the Michigan 
Association’s ethics committee in its formal investigation of his activities in 
connection with the facts surrounding certain litigation then pending in the 
Michigan courts.
The hearing panel found the member guilty as charged, admonished him and 
directed him to cooperate with the state association’s ethics committee in its 
investigation. The panel also determined that the notice of disciplinary action 
not include the member’s name.
Neither member requested a review of the hearing panel’s decisions and 
they therefore became effective on May 27, 1977.
Following consultation with members of its screening committee on emerging 
problems, the Financial Accounting Standards Board took the following actions 
on these subjects:
□  Removed a project entitled “Reporting Payments Scheduled for Redeemable 
Preferred Stock and Long-Term Debt.”
□  Discontinued staff work on a project initially identified as an emerging 
problem on “Book Value Stock Purchase Plans,” that had not been placed on 
the technical agenda.
□  Discontinued staff work for interpretations on interim reporting aspects of 
LIFO reporting problems and implementation problems relating to Accounting 
Principles Board Opinion No. 28 since the board will deal with those problems 
in its forthcoming discussion memorandum on the subject of “Interim 
Financial Reporting.”
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Washington Briefs The Department of Labor and the Internal Revenue Service recently announced 
agreement on the development of a single system for receiving and processing 
the annual return/report, Form 5500 Series, for employee benefit plans.
The new system will be ready for 1977 return forms filed in 1978. The system 
will require plan sponsors and administrators to file only with the IRS one annual 
return for each plan seven months after the close of a plan year.
The IRS will be issuing a new program for approval at the local or field level 
of master or prototype plans, Alvin Lurie, IRS assistant commissioner for 
employee plans and exempt organizations, said recently. Under the plan, 
accountants, attorneys and enrolled agents may submit a pattern plan to a 
district office for approval.
An 84-page summary of Treasury Department regulations projects, as of May 31, 
1977, was issued recently by the IRS. The document, “Regulations Projects— 
Status and Disposition Report,” contains a list of final, temporary and proposed 
regulations issued during May. For more information, call 202/255-4416, or write 
to the Treasury Department, Washington, D.C. 20220.
The General Accounting Office has issued a pamphlet, “General Accounting 
Office Publications,” which contains a list of the reports currently available 
through its distribution section. Copies of the publication (Vol. 10, No. 2, 
12/31/76) may be obtained from the GAO, Washington, D.C., 20548, for $1 each.
President Carter’s choice for Commissioner of Internal Revenue, Jerome Kurtz, 
was sworn in recently. As to his overall views on the tax laws, he is an advocate 
of what he calls “horizontal equity.” He feels that people should be taxed 
uniformly according to their earnings, regardless of the source of the income.
The SEC, in ASR No. 218, has prescribed requirements for the interim financial 
information to be presented in notes to financial statements by foreign private 
issuers who file Form 6-K rather than 10-Q. In addition, the rule corrects errors 
in ASR No. 197 relating to the quarterly reporting requirements for life 
insurance companies.
Professor Lee J. Seidler of New York University has become presiding member of 
the Commission on Auditors’ Responsibilities. He succeeds the late Manuel F. 
Cohen, who was the commission’s chairman. Mr. Cohen, former SEC chairman, 
had been with the Washington law firm of Wilmer, Cutler & Pickering. He died 
June 16 following a heart attack.
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FASB Issues 
Statement on Debt 
Restructuring. . .
. . .  and on Prior 
Period Adjustments
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board has issued its Statement No. 15, 
“Accounting by Debtors and Creditors for Troubled Debt Restructurings.” The 
statement will be effective only for troubled loans renegotiated after December 
31, 1977, although certain disclosures will be required for financial statements 
for fiscal years ending after December 15, 1977.
The statement applies only to restructurings caused by financial difficulties of 
the borrower, and the creditor grants a concession “that it would otherwise 
not consider.”
The new rule separates restructurings into two groups: those involving asset 
swaps and those in which the original terms have been modified. For swaps, the 
assets transferred would be given a fair-market value. The statement requires 
the debtor to recognize a gain and the creditor to recognize a loss for the differ­
ence between the fair values and the recorded amount of debt satisfied.
As to modifications of terms, the creditor and debtor generally won’t have 
to recognize any gain or loss. However, if the total of all payments to be received 
is less than the original amount of the loan, the debtor records a gain and the 
creditor records a loss to the extent of the differences.
Under the new rule, both creditors and debtors will have to disclose certain 
information in the financial statements or in accompanying footnotes. Creditors 
will have to disclose the amount of commitments to lend additional funds to 
borrowers whose existing debts have been modified.
The FASB has also issued a statement on prior period adjustments. The statement 
will be effective for fiscal years beginning after October 15, 1977.
Statement No. 16 is essentially the same as the exposure draft issued last 
July, except that the statement has been modified to allow limited restatements in 
interim periods of a company’s current fiscal year.
The statement, with certain exceptions, requires that all items of profit and 
loss recognized during a period, including accruals of estimated losses from loss 
contingencies, be included in earnings for that period. There are only two items 
that can be treated as prior period adjustments—corrections of errors in the 
financial statements of a prior period, and tax adjustments resulting from reali­
zation of income tax benefits of pre-acquisition operating loss carryforwards of 
purchased subsidiaries.
Single copies of the two statements are available at $1.50 each from the 
FASB, High Ridge Park, Stamford, Conn. 06905.
On other matters, two University of South Carolina professors, Thomas G. 
Evans and William R. Folks, will study the impact of FASB Statement No. 8 on the 
foreign exchange risk practices of American multi-national corporations, under 
an FASB grant, as an element of a conference which is planned for March 1978. 
Also, the board is submitting a proposed interpretation to the advisory council 
and others on Statement No. 13, “Accounting for Leases,” regarding a lessee’s 
guarantee of the residual value of leased property that should be included in 
minimum lease payments under the statement.
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Open Meetings, 
Other Changes 
Approved by FAF
The Financial Accounting Foundation, the parent body of the Financial Ac­
counting Standards Board, has voted to open the FASB’s meetings to the public. 
Also to be opened are meetings of the FAF’s trustees, the FASB’s screening 
committee on emerging problems and FASB task forces. The meetings will be 
opened “as soon as procedural changes” allow, but no later than next January 1.
In related actions, the FAF voted to take the following steps:
□  Amend the bylaws to change the voting requirement for adopting pronounce­
ments from five affirmative votes to a simple majority of the seven members.
□  Eliminate the requirement that at least four of the FASB members be CPAs 
principally experienced in public practice.
□  Amend the bylaws to replace the Institute’s board of directors as the sole 
elector of the FAF’s 11 trustees. Instead, one representative of each of the 
FAF’s six sponsoring organizations will comprise a panel to choose trustees. 
Besides the Institute, the organizations are the American Accounting Asso­
ciation, Financial Analysts Federation, Financial Executives Institute, National 
Association of Accountants and the Securities Industry Association.
□  Amend the bylaws to provide for an independent chairman of the advisory 
council, and to direct the FAF structure committee to develop proposals 
“for an operationally more active advisory council.”
An additional amendment to the FAF’s bylaws will provide for increased 
trustee oversight of FASB operations, including formulation of short and longer- 
range project planning and periodic review by the trustees of those plans and 
the FASB’s progress.
The FAF’s actions follow recommendations made in April (see April 25 
Letter) by a special committee of trustees, chaired by Russell E. Palmer, managing 
partner of Touche Ross & Co. The remaining recommendations in the report are 
currently “under consideration,” said the FAF.
The Institute’s bylaws provide that any member convicted of a crime defined as 
a felony under the law of the convicting jurisdiction shall have his membership 
in the Institute terminated.
On May 19, 1977, Joseph S. Vetere of Westfield, New Jersey, was notified 
that his Institute membership was terminated following his conviction in the 
U.S. District Court in New Jersey of conspiracy in connection with the payment 
of a bribe to an Internal Revenue agent.
The Institute’s bylaws also provide that membership in the Institute shall be 
suspended without a hearing should a member’s certificate as a certified public 
accountant, or license or permit to practice as such or to practice public 
accountancy be suspended as a disciplinary measure by any governmental 
authority.
The membership of Phillip J. Wolfson of Beverly Hills, California, was 
suspended for 30 days from May 3 1 , 1977 to June 3 0 , 1977 following the suspen­
sion of his CPA certificate and license to practice for a similar period by the 
California State Board of Accountancy. The Board found Mr. Wolfson guilty of 
knowingly signing a false certificate of audit experience in support of and aiding 
and abetting an application for a CPA certificate in violation of the California 
Business and Professions Code.
One AICPA 
Member Expelled: 
One Suspended
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Court Rules Lawyers 
May Advertise 
Certain Fees
Auditors’ 
Responsibilities: 
Basic Issues, Part 3
In a decision likely to have profound impact on other professions, the Supreme 
Court recently ruled that lawyers cannot constitutionally be prohibited from 
advertising the fees they charge clients for routine legal services. In the 5-4 
decision, the Court said that state laws and bar association rules against lawyers’ 
advertising violate First Amendment guarantees.
The Court maintained that the advertising of legal services might benefit the 
administration of justice and reduce the cost of such services to consumers 
without lowering the standards of the profession or misleading the public. The 
majority also emphasized that the ruling extended only to the kind of adver­
tisement in the case before the Court — a brief factual statement of fees charged 
for specific, relatively routine legal services.
The case arose in early 1976 when two young Arizona lawyers placed an 
advertisement in The Arizona Republic for their legal clinic in violation of the 
rules promulgated by the Arizona Supreme Court.
The Institute’s task force on advertising is studying both the majority and 
dissenting opinions issued by the Court.
The following is the third in a series of brief summaries of certain key tentative 
recommendations by the Commission on Auditors’ Responsibilities in its report.
Extensions o f the Auditor’s Role — Among the additions to the auditor’s 
present duties, the commission recommends that the auditor report on the 
following matters: whether management’s choices of accounting principles are 
appropriate in the circumstances; compliance with management’s policy state­
ment on expected conduct; management’s description of controls over the 
accounting system and disclosures of material uncorrected deficiencies in the 
system of internal control.
According to the commission, the auditor should analyze the underlying facts 
and circumstances to determine whether one of the alternatives would result in 
a presentation more closely in accord with the substance of a transaction or 
event. The mere absence of authoritative literature specifying how the choice 
among alternatives should be made is not sufficient grounds for the auditor to 
accept management’s selection.
If the company has adopted a policy on illegal or questionable acts, manage­
ment should state in the annual report that such a policy exists and that pro­
cedures have been implemented to monitor compliance. The auditor’s report 
should describe his review of the policy and monitoring procedures and his 
conclusions on them.
The commission would require that the auditor expand his study and 
evaluation of the controls over the accounting system to form a conclusion on the 
functioning of the system during the year. The auditor should report on whether 
he agrees with management’s description of the company’s controls and should 
describe material uncorrected weaknesses not disclosed by management.
Auditing Standards for Non-Public Companies — The commission recom­
mends that auditing standards should be restructured to give more attention to 
the special needs of public accounting practice involving non-public companies.
The commission noted that it is aware of complaints that many present 
auditing standards impose unwarranted requirements on the audits of entities 
other than publicly held companies and believes that the situation should be 
examined carefully. As part of its proposal for a full time Auditing Standards 
Board, the commission recommends that one subcommittee be charged with the 
development of auditing standards for publicly traded companies and that 
another be charged with the development of standards for accounting, related 
services and audits of small or closely held businesses.
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Hearings Held 
on Auditors’ 
Responsibilities 
Report
Accountant Supply 
and Demand 
Study Issued
Insurance Refund 
of $9 Million to 
Be Distributed
Late last month, the AICPA-appointed Commission on Auditors’ Responsibilities 
held two days of public hearings in Washington, D.C. Chaired by New York 
University professor Lee J. Seidler, the commission’s deputy chairman, the 
commission heard 19 presentations from users of financial statements, accounting 
firms, sole practitioners and academics.
There was general agreement on the commission’s recommendation for 
greater board of director responsibility in dealings with independent auditors, as 
well as on other recommendations dealing with uncertainties, legal contingencies, 
corporate accountability and management reports.
Organizations representing users of financial statements, such as the 
Financial Analysts Federation and Robert Morris Associates, generally agreed 
with most of the report’s proposals. Both groups concurred that the auditor 
should report on a company’s internal accounting control throughout the year 
and on the preferability of accounting principles used in the financial reports.
The accounting firms, however, generally disagreed with these proposals. 
Coopers & Lybrand, for instance, said “it is management’s responsibility to ensure 
the system of internal accounting control functions properly.”
Professor Seidler said that the commission will give full consideration to all 
the comments received and that the final report would be published before the 
end of the year. All presentations made before the commission are on public 
record and available for inspection in the Institute’s library.
Students continue, in increasing numbers, estimated from all schools, to earn 
both bachelor’s (44,100) and master’s (5,500) degrees in accounting, and there 
continues to be an increase in demand.
These seem to be basic conclusions drawn from the recently published 
seventh annual study, The Supply o f Accounting Graduates and the Demand for 
Public Accounting Recruits, made by the Institute. The survey covers a stratified 
sample of 74 firms and 516 colleges and universities as to their projected man­
power requirements and the supply of accounting graduates. The following 
are some of the conclusions in the study:
□  This year’s demand by these firms for accounting graduates will be 13,900 — 
up 1,900 from last year.
□  Next year’s anticipated demand will increase to 14,700 and to 16,000 in the 
following year.
□  An estimated 28 percent of this year’s accounting graduates will find positions 
in public accounting.
Copies of the survey are available upon written request from the Institute’s 
division on relations with educators.
The 1977 refund of the AICPA Insurance Trust is now being distributed to 
participating members and firms. The total refund will be about $9 million.
Under the group insurance plan, firms without dependents coverage will 
receive 41 percent of their contributions; 36 percent for those with dependents 
coverage. Rates for individuals in the CPA plan contributing monthly include 63 
percent (under age 35), 47 percent (35-54) and 36 percent (55-64). Additional 
refunds of three and six percent will be made to those on an annual or semi­
annual basis.
Life insurance in force under the Institute’s plans is now more than 
$4 billion, with an equal amount of accidental and dismemberment coverage. The 
amount increased by $800 million in the year ended March 3 1 , 1977. At present, 
there are about 52,000 participants in the CPA plan and some 55,000 people 
covered by the group plan.
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SEC Issues Oil 
and Gas Paper
Application of FASB 
No. 13 Seen as 
Emerging Problem
Comments Filed 
on Health Care 
Reimbursement Bill
Fourth Annual MAS 
Conference Set
In its Release No. 33-5837, the Securities and Exchange Commission discusses 
the accounting practices of oil and gas producers as they relate to the develop­
ment of accounting practices under the Energy Policy and Conservation Act. 
Comments are due by August 12.
The following briefly summarizes some of the questions raised in the release:
□  Which functional classification system should be used; what guidelines would 
be necessary?
□  What problems would be encountered in adopting a standard which would 
require pricing of transfers of oil and gas at estimated market value?
□  What guidelines could be established that would achieve uniform reporting 
of revenues from production?
□  Would disclosure of revenues by type of production be useful to investors?
□  What is the appropriate definition of proved reserves and format for annual 
reporting of changes in estimated reserves?
□  What disclosure of operating statistics is needed to facilitate evaluation of 
financial information?
□  What is the advisability of requiring an analysis by management of oil and 
gas operations?
In a letter to the Financial Accounting Standards Board, the Institute’s account­
ing standards division has identified as an emerging practice problem the 
application of FASB Statement No. 13, “Accounting for Leases,” in accounting 
by lessors for leases involving real estate.
The problem, says the letter, arises because criteria for sales-type leases may 
be interpreted as being less stringent than the criteria for profit recognition in 
sales of real estate under the AICPA Industry Accounting Guide, Accounting for 
Profit Recognition on Sales o f Real Estate. The division expresses concern that 
sales of real estate that wouldn’t meet the requirements for profit recognition 
under the guide may be made to qualify for profit recognition by structuring the 
transactions as leases rather than sales.
Copies of the letter are available upon written request from the Institute’s 
accounting standards division.
The AICPA’s subcommittee on health care matters has sent a comment letter to 
Senator Herman E. Talmadge (D-Ga.), chairman of the subcommittee on health 
of the Senate Committee on Finance, concerning his proposals in S1470, “The 
Medicare-Medicaid Administrative and Reimbursement Reform Act.”
Generally, the comments provide technical assistance on the bill’s legislative 
objectives. Among other matters, the letter comments on provisions that would 
establish “an accounting and uniform functional cost reporting system (including 
uniform procedures for allocation of costs) for determining operating and 
capital costs of hospitals providing services. . . .”
The AICPA’s fourth annual national MAS conference will be held October 5-6 
in Chicago. The two-day conference will provide an update on a wide range of 
MAS practice subjects. Topics such as minicomputer applications, MAS practice 
administration and controls, and managing MAS engagements will be discussed 
in parallel sessions geared for practitioners in either smaller or larger firms. 
There will also be panel sessions of general interest, such as “performing the 
financial feasibility study” and MAS opportunities in the health care industry.
Registration is $130. For further information, contact the Institute’s 
meetings department.
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Washington Briefs The Internal Revenue Service has once again delayed the effective date of
Rev. Rul. 76-453 relating to the tax treatment of employees’ travel expenses [see 
March 28 Letter). Originally scheduled to take effect last January, the ruling 
has been delayed for the third time, and is now due to be effective as of October 1.
In ASR 220, the SEC has rescinded 36 accounting series releases and one related 
Securities Act release. The commission said it was taking the action because 
the releases no longer have current application or have been superseded. The 
recision is effective as of June 30.
The IRS said recently that it no longer requires partnerships to list the names of 
all partners on Form SS-4, Application for Employer Identification Number. 
Only the name of one principal partner will be required. Because of the significant 
printing costs, the present form will not be revised until the current supply is 
depleted. In the meantime, partnerships may continue to use the current form.
The Federal Home Loan Bank Board has lowered from six to three years the 
minimum required term to maturity for IRA and Keogh certificate accounts on 
which member institutions pay a rate of return up to 7.75 percent annually. 
The amendment is aimed at conforming the board’s rules with those of the FRB.
Senators Thomas McIntyre (D-N.H.) and Gaylord Nelson [D-Wis.) has introduced 
a bill (S1745) to reduce the paperwork required for pension plans and to increase 
capital available for small business investment. The proposed “ERISA Small 
Business Paperwork Reduction and Investment Act” would implement recom­
mendations made by the Commission of Federal Paperwork and by witnesses at 
a joint hearing held by the Small Business and Finance Committees in May.
HEW’s Audit Agency has issued “Audit Guide for Hospitals and/or Skilled 
Nursing Facilities.” The guide (HIM 16, revised March 1977) is designed for those 
involved in audits of the federal Medicare program. Copies are available through 
Medicare intermediaries and providers, or from HEW Audit Agency, North HEW, 
Room 5700, 330 Independence Avenue, S.W., Washington, D.C. 20201.
The Labor Department has published a letter of intent to propose regulations 
defining year of service or a year of participation in the case of any seasonal 
industry under ERISA. Comments are due by August 31.
“General Accounting Office Publications” is free from the GAO, Washington,
D.C. 20548, rather than for $1 as reported in the June Letter.
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FASB Exposes 
Draft on Oil and 
Gas Producers
Privacy Commission 
Issues Final 
Report
In response to proposals arising from recent congressional hearings, the AICPA’s 
Board of Directors is recommending substantive changes in the Institute’s 
structure for consideration by Council. Members’ views are sought (see page 5).
The Financial Accounting Standards Board has issued an exposure draft of a 
proposed statement that would require oil and gas producers to follow a “success­
ful efforts” method of accounting for costs incurred in searching for oil and 
gas reserves. The proposal would be effective for financial statements for fiscal 
years beginning after June 15, 1978, and would be applied retroactively by 
restating statements presented for prior periods.
Under the FASB’s proposal, costs associated with finding and developing 
successful wells are shown as assets and are gradually written down over the 
productive life of the wells. But all costs associated with unsuccessful explora­
tion are recognized as expenses and charged against income immediately.
The board rejected the alternative “full costing method,” in which the costs 
of both successful and unsuccessful activities are treated as assets and gradually 
written off against the revenues produced by the successful wells. In making 
this decision, the board said the successful efforts method “recognizes failures 
and the risks involved in the search for oil and gas reserves by charging costs 
incurred in unsuccessful acquisitions and activities to expense.”
The proposals come as a result of the 1975 Energy Policy and Conservation 
Act, which charged the Securities and Exchange Commission with implementing 
oil and gas industry standards by December 22, 1977.
Comments are due by September 22. Reasonable numbers of the draft 
are available free from the FASB, High Ridge Park, Stamford, Conn. 06905.
After a two-year study, the Privacy Protection Study Commission, chaired by 
David Linowes, has issued its final report entitled “Personal Privacy in an 
Information Society.” The 638-page study examines individual privacy rights 
and recordkeeping practices, with particular emphasis on the private sector.
The report contains 162 specific recommendations to protect the privacy of 
individuals in their recordkeeping relationships with credit grantors, insurance 
companies, employers, doctors and hospitals, schools, social service agencies 
and the government. Among the recommendations in the report are:
□  A legally enforceable “expectation of confidentiality” is urged for records 
maintained by credit grantors, banks, insurance companies and medical 
services about individuals.
□  For the federal government, improvements in the Privacy Act of 1974 are urged 
“to take account of the effects of computerizing federal agency records.”
Also, each section of the report contains the commission’s recommendations 
for improvements in the areas studied.
Copies of the report (S/N 052-003-00395-3) are available at $5 each from the 
Government Printing Office, Washington, D.C. 20402.
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Ethics Committee 
Issues Two 
Rulings: Exposes 
Draft Interpretation
The AICPA’s professional ethics executive committee has approved two new 
rulings, the texts of which appear in the August Journal of Accountancy.
Member as Lessor — The ruling holds that a member who leases property to 
a client creates a business relationship beyond the normal professional relation­
ship, thereby resulting in an indirect financial interest in the client. Under 
Rule 101 A.1, independence would be considered impaired if the member’s 
indirect financial interest in the client is material to the member.
Account with Brokerage Client — This ruling concerns the independence of a 
member firm whose partners or staff leave securities and cash on deposit with 
a brokerage firm client. The ruling states that independence would not be 
considered to be impaired if the securities and/or cash accounts (non-margin) 
were not in excess of the $50,000 protection provided by the Securities Investor 
Protection Corporation. Independence would be considered impaired, however, 
if there is a margin account, which creates a loan relationship between the 
customer and the brokerage firm (Rule 101 A.3).
Publications Prepared by Others — In a proposed revision of Ethics Inter­
pretation 502-8, the committee has exposed to the state societies a draft that 
would permit the imprinting of a firm’s name on publications that have not been 
prepared by the firm, provided that the outside author or publisher is clearly 
indicated. The firm’s name should not be imprinted more prominently than the 
authorship or publisher credit. Such imprinting should read substantially as 
follows: “We believe this (bulletin/material), prepared outside our firm by 
(author/publisher), would be of interest to you (Firm Name).”
Comments on the proposed Interpretation are due by September 30.
Charges Set on 
Technical Standards 
Reviews
The Institute’s quality control review committee has set per diem rates for its 
technical standards reviews for CPA firms, which are now available (see June 13 
Letter). The technical standards review, which supersedes the local firm quality 
review program, is a confidential post issuance review of working papers and 
reports for audit and unaudited statement engagements.
The charges for the review which involves a two-day visit by two reviewers 
include per diem fees of $300 for the in-charge reviewer, $260 for the assistant 
reviewer, an administrative surcharge of 10 percent of the reviewers’ fees, 
plus reimbursement of the reviewers’ expenses. For additional educational benefit, 
a reviewed firm may supply a reviewer for subsequent reviews of other firms.
The technical standards review checklists are also available to Institute 
members at $20 per set. A set consists of a checklist for audit engagements and 
another for unaudited statement engagements.
For further information, contact Morris W. Wishnack, at the AICPA.
AICPA Names 
MacNeill To Deal 
With Educators
The Institute has named James H. MacNeill, author and former dean of Fordham 
University’s business school, as director of relations with educators.
MacNeill, a CPA, has worked with Peat, Marwick, Mitchell & Co. and the 
Financial Accounting Standards Board. Also, in 1967, he co-authored the book, 
Horizons for a Profession. In his post, MacNeill will be the Institute’s delegate 
to the academic community, dealing with projects related to higher education. 
His telephone number at the Institute is 212/575-6357.
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Conference Set 
for Members in 
Industry and 
Government
IASC Exposes 
Draft on 
Contingencies
Average Deductions 
Released by IRS
Armstrong Named 
AICPA Gold 
Medalist
The AICPA’s second annual National Conference for Members in Industry and 
Government will be held on October 21 in Washington, D.C. Its primary purpose 
is to explore aspects of government-industry relations under the present admin­
istration. Senator Dale Bumpers (D-Ark.), James Kurtz, commissioner of the 
Internal Revenue Service, James MacIntyre, deputy director of the Office of 
Management and Budget and other officials will discuss such subjects as the 
energy crisis, tax policy and zero-based budgeting. AICPA representatives, includ­
ing President Wallace E. Olson, will report on AICPA activities.
A half-day optional session will be held on Saturday, October 22. AICPA 
programs and policies affecting the industry/government members will be 
discussed. Included will be ethics rules and continuing professional education 
requirements. Ideas will be sought on what services and programs from the 
Institute are wanted by industry and government members. Details and regis­
tration forms will be mailed to industry and government members this month.
For further information, contact the AICPA’s meetings department.
The International Accounting Standards Committee has issued a proposed 
standard dealing with “Contingencies and Events Occurring After the Balance 
Sheet Date.” The exposure draft, E10, describes the conditions under which 
contingencies should be accrued or disclosed and the types of events occurring 
after the balance sheet date which would require adjustment of the financial 
statements. Comments are due by December 31. Copies of the draft are available 
on written request from the Institute’s international practice division.
The Internal Revenue Service has released figures on 1975 individual income tax 
returns that show the average itemized deductions for various income brackets. 
The following table shows four key items classified by adjusted gross income:
Adjusted Gross Contributions Interest Taxes Medical
$ 9,000-$ 10,000 $382 $1,164 $873 $833
10,000- 15,000 405 1,274 1,068 570
15,000- 20,000 469 1,540 1,446 506
20,000- 25,000 534 1,679 1,793 439
25,000- 30,000 683 1,849 2,215 300
30,000- 50,000 930 2,369 2,971 499
50,000- 100,000 2,007 3,940 5,264 687
100,000- or more 10,538 10,445 13,002 1,058
Marshall S. Armstrong, chairman of the Financial Accounting Standards Board, 
has been selected to receive the accounting profession’s highest honor for 1977. 
He will be presented with the AICPA’s Gold Medal Award for distinguished 
service to the accounting profession at the Institute’s annual meeting next month.
His activities have covered the full span of professional interests including 
managing partner of Geo. S. Olive & Co., president of the Indiana Association 
of CPAs and of the American Institute of CPAs, accounting lecturer at the 
University of Indiana, and as chairman or member of many important AICPA 
committees, primarily concerned with standards and disciplinary matters.
According to the citation, “Under Mr. Armstrong’s enlightened leadership as 
the first FASB chairman, the Board has emerged as the recognized body in the 
private sector for the promulgation of U.S. financial accounting and reporting 
standards. It seems fitting that his colleagues should grant this courageous, 
personable and self-effacing leader with the highest honor they can bestow.”
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AICPA Comments 
on GAAFR 
Restatement Draft
Draft Issued on 
Accounting In 
Real Estate 
Ventures
Member Suspended: 
Suspension Stayed
In a letter to the National Council on Governmental Accounting, the Institute’s 
committee on state and local accounting has commented on the NCGA’s working 
draft, GAAFR Restatement: Introduction and Principles, which was issued last 
March (see April 25 Letter).
Essentially, the committee says that the restatement “is in danger of becom­
ing obsolete shortly after issuance.” The letter urges that the objectives in the 
draft’s preface be incorporated in the restatement when published and that the 
preface stress that the restatement “may be materially altered when the basic 
premises of governmental accounting are reconsidered. The committee feels 
that reconsideration of the basic concepts of governmental accounting “is needed 
more than the restatement.”
The letter also outlines some basic issues in state and local accounting that 
especially need further study. These include: definition of the reporting entity, 
modification of fund structure, measurement basis, recognition of depreciation, 
accrual accounting, reporting of budgetary comparisons, format of financial 
reports.
Copies of the letter are available on written request from the Institute’s 
accounting standards division.
The Institute’s committee on real estate accounting has issued an exposure draft 
of a proposed recommendation to the Financial Accounting Standards Board 
dealing with accounting for investments in real estate ventures. In particular, the 
draft describes the two following alternative methods of reporting non-controlling 
investors’ equity in real estate general partnerships:
□  Reporting the investor’s equity as a single investment amount in the balance 
sheet.
□  Reporting separately the elements of the investment by including under 
current assets, noncurrent assets, current liabilities and noncurrent liabilities 
the investor’s equity in the partnership’s corresponding items.
The committee, while not expressing a preference for either method, urges 
that the same method of presentation be used in the balance sheet and the income 
statement.
Comments are due by October 30. Copies of the draft are available from 
the Institute’s accounting standards division.
A member pleaded guilty to charges of violating the rules of the Michigan 
Association of CPAs and the AICPA on forecasts and auditing standards at a 
meeting of a hearing panel of Regional Trial Board VII in Michigan on June 3,
1977. In submitting his guilty plea, the member admitted his failure to keep 
current with professional standards. Specifically, the member was charged with 
vouching for the achievability of a forecast in his report on certain financial 
statements and failing to state the inadequacy of the disclosures in the financial 
statements.
Upon accepting the member’s plea, the panel censured him for failure to keep 
abreast of current professional pronouncements and imposed a six-month 
suspension of his membership in the Michigan Association and the AICPA. The 
suspension was stayed, however, pending completion by June 3 0 , 1978, of the 
30 hours of continuing professional education courses required by the Michigan 
Board of Accountancy for the current year. The panel further required that 24 
of the 30 hours be related to auditing and accounting and decided that the 
member's name not be included in the notice of disciplinary action.
The member did not request a review of the panel’s decision and it therefore 
became effective on July 3, 1977.
Special Supplement, The CPA Letter, August, 1977
AICPA American Institute of Certified Public Accountants1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200
Michael N. Chetkovich 
Chairman of the Board
August 8 , 1977
Dear Member:
The hearings of the Metcalf subcommittee which were concluded in early June produced a wide range of 
demands or recommendations for changes in or “reform” of the accounting profession and an expectation 
that change would be forthcoming. It appears evident that, if the profession does not take action on its own, 
legislation will be proposed to deal with areas where reform is perceived to be necessary — such as regulation 
of the profession and the setting of accounting and auditing standards.
Although the SEC has proposed that the profession be given a year to effect the necessary changes, it is 
unlikely that we have more than three to six months to take action. Senator Metcalf has stated his intention to 
resume hearings in January 1978 and Congressman Moss intends to hold hearings regarding the profession 
starting in the latter half of September 1977. Therefore, if we are to avoid legislation through our own 
affirmative actions, it is essential that we move forward on a program of substantive change without delay.
With this in mind the Board of Directors, on July 22, 1977, approved for discussion at regional meetings of 
Council to be held in August a program designed to be responsive to Congressional concerns. An outline of the 
proposed program is included in the accompanying documents. It is intended that these discussions will 
result in a plan to be proposed for action at the Council meeting on September 17.
A significant aspect of the proposed program involves the establishment of two divisions of firms within the 
Institute — one for those with SEC practice, the other for firms whose clients are privately owned companies. 
During the next few weeks, two committees will be attempting to define the requirements for membership in 
these divisions. The AICPA’s attorneys, Willkie Farr & Gallagher, have advised that the substantive elements 
of the proposal to establish divisions of firms can be adopted and implemented on the authority of Council.
Included in this issue of The CPA Letter are the following materials:
1. Excerpts from testimony and speeches by SEC Chairman Williams, Chairman Metcalf and Congressman 
Moss. These comments illustrate why prompt action is necessary.
2. Over-all Plan for Response to Congressional Concerns.
3. Proposal to Establish a Division of SEC Practice Firms Within the AICPA.
4. Proposal to Establish a Division of Private Companies Practice Firms Within the AICPA.
We urge you to study this proposal, and to make your views known to your representatives on Council before 
the September meeting. We regret that the urgency of the situation imposes such a severe restriction on the 
time available for discussion and debate on these vital issues. Unfortunately, the timing is beyond 
our control.
There is little doubt that the program outlined in these materials is critical to the future of the profession and 
therefore deserves your most careful consideration.
Sincerely yours,
EXCERPTS FROM STATEMENTS RELATING TO NEED FOR PROMPT ACTION
“The primary areas needed for action are those of independence and quality control. We believe that the 
profession should be afforded a period of time to respond to these challenges. . . .
“The commission intends to take a number of initiatives during the coming months which . . . may serve 
as a reminder to the profession.
“Additionally, the commission will undertake to submit an annual report to the committee analyzing the 
progress which the commission and the profession has made . . . and, where appropriate, the need for 
legislation. The first report will be submitted by July 1, 1978.”
— SEC Chairman W illiams b efo re  M etcalf 
subcom m ittee on June 13, 1977 (testimony)
“Some witnesses have suggested that a legislative restructuring of the accounting profession, designed to place 
it more closely under federal control, is necessary. While this may ultimately prove to be the case, there 
are certain specific steps which the profession and the commission should take, within the framework of the 
profession’s present structure, which could obviate the need for increased federal regulation. Accordingly, 
the commission recommends that the profession be given some fixed period of time, probably one year, to 
initiate positive and effective action. At that time, Congress should review whether the profession has 
demonstrated the capability to unite voluntarily behind constructure responses to the challenges it faces or 
whether legislative action is necessary.”
— SEC Chairman Williams before  M etcalf 
subcommittee on June 13, 1977 (statement)
“The ball is in the court of the accounting profession. We are not going to leave this lie, as Admiral Rickover 
suggested. We are going to be back to ask you how you are getting along. We want to help you. We want 
to cooperate with you in any way we can. So, good luck in your mission.”
— Chairman M etcalf’s closing rem arks at 
subcom m ittee hearing on June 13, 1977
"The one area still calling for attention, however, is the review of auditors to insure that their performance has 
met appropriate standards. I am aware that the AICPA has instituted a voluntary quality control review 
program [but] the AICPA has no disciplinary power other than expulsion from its membership.
“I have instructed my staff, therefore, to draft a bill which would create a self-regulatory organization 
which all firms practicing before the SEC would be required to join.. . .  The staff would be authorized to 
conduct inspections and the organization would sanction firms that did not meet appropriate standards.
“I intend to hold hearings on the accounting profession in the fall of this year.. . . My hearings will follow 
the AICPA [annual] meeting. I will not introduce the legislation my staff is drafting if I am convinced that 
real progress is being made within the industry to remedy its problems. . . .  As long as reasonable progress is 
being made down the road, I do not believe Congress will legislate.”
— Congressman Moss before  the California Society o f  
CPAs annual meeting on June 27 , 1977
1. Establish two divisions of firms within AICPA, as described in greater detail in the outlines that follow.
a. Proposed names:
(1) SEC Practice Firms
(2) Private Companies Practice Firms
b. Membership in one or both divisions open to all firms that agree to meet requirements.
c. Possible requirements for membership in divisions—to be proposed by two committees prior to 
establishment of the divisions:
(1) Periodic peer reviews (only SEC division peer review required if a member in both divisions).
(2) Sanctions based upon peer reviews.
(3) Continuing Professional Education.
(4) Adherence to a defined scope of services.
(5) Public reporting by firms.
(6) Required rotation of audit personnel.
(7) Review of audits beyond engagement partner.
(8) Methods of encouraging SEC company clients to establish audit committees and codes of conduct.
d. Engage a Public Oversight Board to monitor and report publicly on operations of the divisions of firms.
2. Add three public members to AICPA Board of Directors.
3. Open meetings of senior committees and Council to public based on recommendations of a special 
committee studying this proposal.
4. Modify rules on advertising and solicitation based on Supreme Court decisions and repeal rules on 
incompatible occupations and employment of employees of other CPA firms.
5. Establish a new senior committee to set standards for accounting and review services.
6. Possible alternative to recommendation of Commission on Auditors’ Responsibilities to restructure Auditing 
Standards Executive Committee (to be studied by a special committee within the next 90 days).
a. Reduce size to 11 or 15.
b. Rotate big 8 firm representatives.
c. Change voting to majority for adoption.
d. Assign each project to a task force which is not composed of AudSEC members.
e. Provide increased staff capability.
f. Establish a mechanism to assure that AudSEC gives greater consideration to the needs of non-public 
companies in establishing auditing standards.
7. Require publication of names of all members found guilty of charges in a trial board hearing.
PROPOSAL TO ESTABLISH A DIVISION OF SEC PRACTICE FIRMS
WITHIN AICPA
Objectives
The objectives of this division are to improve the quality of practice by CPA firms before the Securities 
and Exchange Commission and to establish a self-regulatory system for imposing sanctions on member firms 
for failure to meet membership requirements including the maintenance of appropriate quality controls.
Membership
1. Any firm which meets membership requirements can be a member.
2. Each member firm pays dues in accordance with a dues schedule giving recognition to the size of firms.
3. All U.S. partners of each member firm who are qualified for AICPA membership must be members 
of the Institute.
Executives Committee
1. Executive Committee of 21 members (from member firms) is appointed annually by the Chairman 
of the AICPA with the approval of the AICPA Board of Directors and the prior Executive Committee.
A nominating committee appointed by the Chairman of the prior Executive Committee provides 
recommendations to the Chairman of the AICPA for appointments to the Executive Committee. The 
Chairman of the Public Oversight Board would have the right to attend all meetings of the Executive 
Committee. The Executive Committee selects its chairman. (The Executive Committee for the first 
year is appointed by the Chairman of the AICPA with the approval of the AICPA Board of Directors.)
OVER-ALL PLAN FOR RESPONSE TO CONGRESSIONAL CONCERNS
2. The Executive Committee has senior status with authority to carry out division activities not in 
conflict with the policies and standards of the Institute.
3. Functions of the Executive Committee:
a. Establish general policies for the Division and oversee its activities.
b. Amend requirements for membership.
c. Establish budget and dues structure to fund Public Oversight Board and special projects. Staff 
funded from AICPA general budget.
d. Approve sanctions and other disciplinary decisions applicable to member firms.
e. Receive and evaluate other complaints with respect to member firms.
f. Make recommendations to other AICPA boards and committees for their consideration.
g. Select members of Public Oversight Board and establish functions and compensation, with approval 
of the AICPA Board of Directors.*
4. Voting of Executive Committee:
a. Thirteen votes required to take action on items 3b and 3d.
b. Majority vote required to take action on other matters.
5. The Executive Committee establishes such committees and task forces as are necessary to carry out 
its functions.
Requirements for Membership
1. Executive Committee has the responsibility for amending the requirements for membership.
2. The requirements for membership (with the details to be determined) may include but are not 
limited to:
a. Appropriate quality control standards for audit practice.
b. Periodic peer reviews of audit practice.
c. Continuing professional education.
d. Public reporting of financial and other information with respect to firms.
e. Some form of independent oversight for firms.
f. Certain policies relating to conduct of audit engagements, including rotation of audit personnel and 
pre-issuance review beyond engagement partner.
g. Criteria for determining the appropriate scope of practice for firms.
h. Ways and means whereby firms can encourage their clients (i) to establish audit committees 
and to have them function properly, and (ii) to adopt codes of conduct.
Peer Review Committee
1. The Executive Committee annually appoints the members of a Peer Review Committee of 15 members 
(from member firms), which is a continuing committee.
2. Functions of the Peer Review Committee:
a. Administer peer review program for member firms.
b. Establish standards for conducting reviews (standards for quality control set by overall AICPA).
c. Establish policies for publication of reports on peer reviews.
d. Determine that member firms are meeting membership requirements.
e. Recommend sanctions and other disciplinary decisions (including whether the name of the affected 
firm is published) to Executive Committee. Sanctions could include:
(1) Corrective actions required.
(2) Additional requirements for continuing professional education.
(3) Accelerated peer reviews.
(4) Fines.
(5) Suspension of firm from membership.
(6) Expulsion of firm from membership.
3. The activities of the Peer Review Committee are directed to firms rather than individuals and to the 
quality control standards and their application by firms, including a review of working papers, rather 
than specific “cases.” (The existence of “cases” in a firm might raise questions concerning its
quality controls.)
Public Oversight Board
1. Executive Committee selects five members and establishes the functions and compensation of the 
Public Oversight Board, with approval of AICPA Board of Directors. (See note below.)
*If the AICPA Board of Directors determines that other divisions or activities of the AICPA should be subject to 
oversight of a Public Oversight Board, such oversight function applicable to this division might be coordinated with 
those applicable to other divisions and activities.
2. Functions:
a. Conduct continuing oversight of all activities of the Division.
b. Make recommendations.
c. Determine that the Peer Review Committee is ascertaining that firms are taking appropriate action 
as a result of peer reviews.
d. Engage staff to assist in carrying out its functions.
e. Publish periodic reports on results of its oversight activities.
Staff
1. The President of the AICPA appoints a Director for the Division.
2. The AICPA assigns the other necessary staff assistance.
Relationship to Other AICPA Activities
1. The activities of such committees as the Accounting Standards Executive Committee, the Auditing 
Standards Executive Committee, the Professional Ethics Executive Committee, and the Federal 
Taxation Executive Committee continue as at present.
2. A division of firms not in SEC practice may also be established within the AICPA. In that event, such 
division would conduct its own peer review program.
3. Disciplinary actions against individual AICPA members continue to be conducted under present 
procedures. (The Professional Ethics Executive Committee of the AICPA and the Peer Review 
Committee of this Division coordinate their activities to the extent necessary.)
4. The requirements for membership in this Division apply only to its member firms and would not 
represent requirements for any other firms or practitioners.
PROPOSAL TO ESTABLISH A DIVISION OF PRIVATE COMPANIES 
PRACTICE FIRMS WITHIN AICPA
Objectives
The objectives of this division are to:
1. Improve the quality of services by CPA firms to private companies.
2. Establish a self-regulatory system for imposing sanctions on member firms for failure to meet 
membership requirements including the maintenance of appropriate quality controls.
3. Provide a better means for non-national CPA firms to make known their views on professional matters 
including the establishment of technical standards.
Membership
1. Any firm which meets membership requirements can be a member.
2. If dues are required each member firm pays dues in accordance with a schedule giving recognition 
to the size of the firms.
3. All partners of each member firm who are qualified for AICPA membership must be members of 
the Institute.
Executive Committee of Division
1. Executive Committee of 21 members (from member firms) is appointed annually by the AICPA 
Chairman with the approval of the AICPA Board of Directors and the prior Executive Committee.
A nominating committee appointed by the Chairman of the prior Executive Committee provides 
recommendations to the AICPA Chairman for appointments to the Executive Committee.
2. The Executive Committee selects its chairman. (The Executive Committee for the first year is appointed 
by the AICPA Chairman with the approval of the AICPA Board of Directors.)
3. The Executive Committee has senior status with authority to carry out division activities not in 
conflict with the policies and standards of the Institute.
4. Functions of the Executive Committee:
a. Establish general policies of the division and oversee its activities.
b. Amend requirements for membership.
c. If needed, establish budget and dues structure to fund special projects and Public Oversight Board 
if deemed necessary. Staff funded from AICPA general budget.
d. Approve sanctions and other disciplinary decisions applicable to member firms.
e. Receive and evaluate other complaints with respect to member firms.
f. Make recommendations to other AICPA boards and committees.
g. Appoint committees and task forces as required.
h. Organize and conduct annual regional conferences covering appropriate practice subjects.
5. Terms of Executive Committee members:
Term is for one year with custom of two reappointments.
6. Voting of Executive Committee:
a. Fourteen votes required to take action on items 4b and 4d.
b. Majority vote required to take action on other matters.
Requirements for Membership
1. Executive Committee has the responsibility for amending the requirements for membership.
2. The requirements for membership (with details to be determined) may include but are not limited to:
a. Appropriate quality control standards for accounting and auditing practice.
b. Periodic peer reviews of accounting and auditing practice.
c. Continuing Professional Education.
Peer Review Committee
1. The Executive Committee annually appoints the members of a Peer Review Committee of 15 members 
(from member firms) as a standing committee.
2. Functions of Peer Review Committee:
a. Administer peer review program for member firms.
b. Establish standards for conducting reviews (standards for quality control set by overall AICPA 
committee).
c. Establish policies for publication of reports on peer reviews.
d. Determine that members are meeting membership requirements.
e. Recommend sanctions and other disciplinary decisions (including whether the name of the affected 
firm is published) to Executive Committee. Sanctions could include:
(1) Corrective actions required.
(2) Additional requirements for continuing professional education.
(3) Accelerated peer reviews.
(4) Fines.
(5) Suspension of firm from membership.
(6) Expulsion of firm from membership.
3. The activities of the Peer Review Committee are directed to firms rather than individuals and to the 
quality control standards and their application by firms, including a review of working papers, 
rather than specific “cases”. (The existence of “cases” in a firm might raise questions concerning its 
quality controls.)
4. Disciplinary actions against individual AICPA members continue to be conducted under present 
Ethics Committee and Trial Board procedures. (The AICPA Professional Ethics Executive Committee 
and the Peer Review Committee of this Division coordinate their activities to the extent necessary.)
Public Oversight Board
1. The division may not need a Public Oversight Board but the Executive Committee would have the 
authority to appoint such a board if deemed necessary.
2. Functions if appointed:
a. Conduct continuing oversight of all activities of the Division.
b. Make recommendations.
c. Determine that the Peer Review Committee is ascertaining that firms are taking appropriate action 
as a result of peer reviews.
d. Engage staff to assist in carrying out its functions.
e. Publish periodic reports on results of its oversight activities.
Staff
1. The AICPA President appoints a Director of the Division.
2. The AICPA assigns the other staff assistance as necessary.
Relationship to Other AICPA Activities
1. The activities of such committees as the Accounting Standards Executive Committee, the Auditing 
Standards Executive Committee, the Professional Ethics Executive Committee and the Federal 
Taxation Executive Committee continue as at present.
2. The requirements for membership in this Division apply only to its member firms and would not 
represent requirements for any other firms or practitioners.
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Washington Briefs
Insurance 
Entrance Date 
Is Approaching
The 1977 edition of the General Services Administration’s publication, “Guide 
to Record Retention Requirements” is now available. The guide provides informa­
tion dealing with the keeping of records by the public. Copies are available at 
$2 each from the Government Printing Office, Washington, D.C. 20402.
U.S. District Judge Thomas A. Flannery recently upheld the Federal Trade 
Commission’s right to obtain information on corporations’ individual lines of 
business. The Judge ruled that the FTC programs at issue weren’t actions subject 
to standard administrative review, and rejected the companies’ arguments that 
the cost of supplying the data would be overly burdensome.
The Cost Accounting Standards Board recently issued Standard 413, “Cost 
Accounting Standard for Adjustment and Allocation of Pension Cost,” establish­
ing the basis for assigning actuarial gains and losses to cost accounting periods 
and for allocating pension cost to segments of an organization. The standard, 
to be effective March 10, 1978, contains substantial changes from the exposure 
draft issued last January [see February 28 Letter).
The Advisory Committee on Corporate Disclosure has issued its tentative 
recommendations, following a 17-month study. A. A. Sommer Jr., commission 
chairman, said that generally the system of disclosure works well and needs only 
limited modification. The final report is expected by the end of September.
The Department of Labor has issued final and interim regulations governing 
the form, content and distribution of the summary plan description pursuant to 
ERISA. The final regulations are effective upon publication and comments are 
due by September 1 on certain proposed and interim regulations.
Senator Edward M. Kennedy (D-Mass.) has proposed a $28 billion program of tax 
reform and simplification. Major points include repealing preferential rates 
for capital gains, replacing certain itemized deductions with tax credits and 
eliminating tax deductions for certain expense account items.
Roberta S. Karmel is reportedly slated to be nominated by President Carter as the 
first woman to serve as an S.E.C. commissioner. If confirmed by the Senate,
Mrs. Karmel, a securities lawyer and partner in the New York firm of Rogers 
and Wells, will fill the post left vacant by A. A. Sommer, Jr.
A bill (S 1815) entitled the “Small Business Venture Capital Act of 1977” was 
introduced recently. The legislation is aimed at encouraging the formation of new 
business, as well as investment in small and medium-sized firms.
Almost half of the smallest companies need prodding before they pay their tax 
bill according to a study by the IRS. Voluntary compliance by the smallest 
companies — those with assets of less than $50,000 — was barely 53 percent in 
1974, the latest year for which figures are available. This compares with 
compliance rates of about 78 percent in 1965 and 69 percent in 1969.
The next entrance date for commencing participation in or increasing coverage 
under the Institute’s CPA Plan (for individual CPAs) or the Group Insurance Plan 
(for firms) is October 1. A maximum of $100,000 of term life insurance, plus 
an equal amount of accidental death and dismemberment coverage is available 
under the CPA Plan. Similar benefits are provided under the Group Insurance 
Plan with the most recent schedules A and B containing maximum limits of 
$60,000 and $40,000, respectively.
Invitations and descriptive literature are being mailed this month. For 
additional information, contact RBH/Reid & Carr, Inc., 605 Third Avenue, New 
York, New York 10016 (212-661-9000).
A REMINDER
“Cincinnati, I thought, was the most beautiful of the inland 
cities of the nation.”
— Winston Churchill
Share this beauty, as well as a full program of technical and 
social activities at the AICPA’s 90th Annual Meeting.
September 18-20, 1977
For full information on registration and program, write the 
AICPA’s meetings department, or call (212) 575-6451.
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SAS Issued On 
Communication of 
Material Weaknesses
. . .  and Authorizes 
Exposure of Two 
Drafts
The CPA Letter
A Semimonthly N ews Report Published by the AICPA
The Institute’s auditing standards executive committee has authorized the 
issuance of a statement on auditing standards, “Required Communication of 
Material Weaknesses in Internal Accounting Control.”
The standard, SAS no. 20, requires that an auditor communicate to senior 
management and the board of directors or its audit committee material 
weaknesses coming to his attention during an examination of financial statements 
made in accordance with GAAS, if those weaknesses hadn’t been corrected 
before they came to his attention. The communication should preferably be in 
writing and a suggested form of an auditor’s written report is included.
The standard doesn’t address the subject of reporting to the public on a 
company’s system of internal accounting control. Such reports are presently 
permitted, but experience with them is limited. The standard notes that AudSEC 
is continuing consideration of the significant underlying issues of other forms 
of reporting to the public on a system of internal accounting control. In that 
connection, a special committee, chaired by Eugene J. Minahan, has been formed 
to develop criteria for internal accounting control in terms susceptible to 
objective application by companies and their auditors.
SAS no. 20 is effective for periods ending on or after December 2 4 , 1977. 
Copies of the standard have been mailed to all Institute members; additional 
copies are available from the Institute’s order department at $1.25 each.
AudSEC also authorized the distribution of exposure drafts on two proposed 
statements on auditing standards. They are as follows:
□  Segment Information would provide guidance to an auditor in examining and 
reporting on financial statements that are required by FASB Statement
no. 14, “Financial Reporting for Segments of a Business Enterprise,” to 
include information about an entity’s operations in different industries, its 
foreign operations and export sales, and its major customers. The draft 
states that the objective of auditing procedures applied to segment information 
should be to provide the auditor with a reasonable basis for concluding 
whether the information is presented in conformity with FASB Statement 
no. 14 in relation to the financial statements as a whole. It also provides 
guidance on auditing procedures and on the auditor’s reporting 
responsibilities. Comments are due by October 31.
□  Planning and Supervision would provide guidance to an auditor making an 
examination in accordance with GAAS “on the considerations and procedures 
applicable to planning and supervision, including preparing audit programs, 
obtaining knowledge of the entity’s business, and dealing with differences
of opinion among firm personnel.” If adopted, the draft would require 
an auditor to prepare a written audit program setting forth in reasonable 
detail the audit procedures believed to be necessary to accomplish the 
objectives of the examination. It would also require the auditor to obtain a 
level of knowledge of the entity’s business and the industry in which it 
operates. Comments are due by November 30.
Copies are available from the auditing standards division.
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The Financial Accounting Standards Board held its first round of hearings on 
“Conceptual Framework for Financial Accounting and Reporting” in New 
York last month. The hearing was limited to Part 1 of the discussion memorandum 
and the tentative conclusions which were released last December.
The board’s aim, and that of the 27 representatives who testified, was 
to develop “a constitution” for accounting. The aim, said FASB chairman 
Marshall S. Armstrong, was “not so much to specify particular ways of 
accounting for particular items, as to describe broad policies that the board will 
use in formulating particular financial accounting standards.”
As usual, controversy was apparent among those testifying. Much concern 
focused on two views of reporting earnings: the “asset and liability” view, 
which considers earnings to be the change in an entity’s net assets during a 
specific period; and the “revenue and expense” view, which determines net 
income by matching expense against revenue.
Parts 2 and 3 of the discussion memorandum will be dealt with at a second 
public hearing starting January 16 , 1978. Comments are due by December 12.
In a related matter, the board has commissioned a research study on the 
objectives and basic concepts underlying financial accounting and reporting for 
nonprofit entities. The study will be conducted by Professor Robert N. Anthony 
of the Harvard Graduate School of Business Administration.
The Financial Accounting Standards Board has issued an exposure draft of a 
proposed statement that, if adopted, would modify and clarify the term “initial 
direct costs” in the board’s statement no. 13, “Accounting for Leases.” The 
proposed amendment would affect accounting by lessors only and would be 
effective next January 1.
Comments are due by September 15. Copies of the draft are available from 
the FASB, High Ridge Park, Stamford, Conn. 06905.
The New York State Board of Regents recently voted unanimously to permit 
accountants and other professionals in 28 fields to advertise their services and 
prices in newspapers and magazines. Also, the decision allows professionals 
to advertise their services—but not their prices—on television and radio.
Under the rules, a professional will be permitted to advertise fixed prices, 
or a range of prices, for “specified, routine professional services,” and must state 
whether additional charges might be incurred for related services. Advertising 
that is “sensational or flamboyant,” uses testimonials, guarantees results or 
claims superiority over another professional would continue to be barred.
In a related matter, the American Bar Association recently adopted a revised 
code of professional responsibility which permits certain types of advertising. 
The revisions aren’t binding on lawyers, but are merely to serve as a model 
for state bar associations and state supreme courts, which enforce discipline 
for lawyers.
Permissible advertising by lawyers, says the code, can include education, 
fields of specialty, military record, bank references, fees for initial consultation 
and range of fees for service. Ads are permitted only in print media and on radio.
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FASB Seeks 
Practice Fellows
National State 
Society Public 
Relations Program 
Begins
Allen Wins Journal 
Lawler Award
AICPA Staff Changes
The Financial Accounting Standards Board has expanded its three-year-old 
practice fellow program and is currently seeking applicants for three openings. 
The program has been revised from an invitational basis to consideration of any 
qualified candidates. Fellows serve for two years on the FASB’s technical 
staff and are directly involved in projects involving interpretations, 
amendments and new standards.
To be considered for appointment, an applicant must be sponsored by an 
accounting firm where currently employed and to which the fellow is expected to 
return; have a minimum of seven years of experience in public accounting; 
be approximately two or three years from consideration for partnership; and 
be knowledgeable about accounting pronouncements and their application 
in various industries.
Interested persons should contact the FASB by September 30 at High Ridge 
Park, Stamford, Conn. 06905.
The AICPA’s first national program aimed at coordinating the public relations 
efforts of state societies with Institute-supplied materials was discussed 
at a conference in Chicago during July. Attending were 108 representatives of 
45 state societies and Puerto Rico.
The program’s purpose is to explain what CPAs do through a series of short 
campaigns using a “timed” package of materials. These include slide films, 
advertisements, radio and TV spots, news releases and articles.
Plans were formulated for the first campaign of the program, entitled,
“The CPA, Adviser to Business, Government and the Family,” which began 
September 1. A second campaign, “The CPA as Tax Adviser,” will begin 
December 1. A third campaign, which will deal with the CPA’s role as an 
auditor, is scheduled to start about April 15, 1978.
Nearly 1,000 copies of a booklet entitled Public Relations Manual for 
CPA State Societies and a binder containing multimedia materials for the initial 
campaign were distributed at the meeting.
Professor Brandt R. Allen, of the University of Virginia, has won the 1977 
Journal o f Accountancy Literary Award for his article, “The Biggest Computer 
Frauds: Lessons for CPAs,” published in the May 1977 issue.
The award, established in honor of John Lawler, former Journal editor and 
AICPA senior vice president, consists of a $500 cash prize and a scroll. The 
award is given to the author of the best article published in the Journal during 
the twelve months ending with the June issue each year, as determined by the 
magazine’s editorial advisory committee.
Douglas Carmichael has been appointed as vice president—technical services 
of the AICPA. He was formerly the managing director in this area. He will 
continue to be responsible for the auditing, accounting and management services 
divisions, as well as related departments including technical information services.
Robert N. Sempier, director of the international practice division, will 
be named executive director of the International Federation of Accountants 
upon its formation at the International Congress of Accountants in Munich next 
month. Donovan Roberts, who has overall responsibility for the AICPA’s 
international activities, will directly handle relations with foreign and 
international organizations. James H. MacNeill will assume responsibility for 
Institute involvement with the International Accounting Standards Committee 
and related technical activities.
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AcSEC Exposes 
Two Draft SOPs
Institute Comments 
on Three SEC 
Proposals
Industry and 
Government 
Conference to 
Feature Energy 
Management
The Institute’s accounting standards executive committee has authorized the 
distribution of exposure drafts of two proposed Statements of Position. They 
are as follows:
□  Application o f the Deposit, Installment, and Cost Recovery  Methods in 
Accounting for Sales o f Real Estate, which deals with questions arising on the 
applications of these methods, as described in the AICPA Industry 
Accounting Guide, Accounting for Profit Recognition on Sales o f Real 
Estate. Comments are sought on the recommended approaches to applying 
the three methods including, in particular, two alternative approaches 
described in the draft for applying the installment method in accounting
for sales of real estate involving nonrecourse debt. Comments are due 
by November 15.
□  A proposed recommendation to amend the AICPA Industry Audit Guide, 
Audit o f State and Local Governmental Units, which seeks to make the 
financial reporting of hospitals operated by governmental units consistent 
with that of other hospitals. The draft recommends that all hospitals operated 
by governmental units should be accounted for as enterprise funds and 
should report in accordance with the Institute’s Hospital Audit Guide.
Comments are due by October 15. Copies of both exposure drafts are avail­
able on written request from the Institute’s accounting standards division.
The AICPA has commented on three SEC proposals dealing with the form and 
content of financial statements of bank-holding companies and banks, disclosure 
of details of marketable and other investment securities, and quarterly 
disclosure of certain historical data by money market funds and certain other 
mutual funds.
□  In the letter on proposed amendments to Article 9 of Regulation S-X, the 
Institute’s committee on banking indicated, among other items, that it favors 
eliminating reporting of earnings and earnings per share before security 
gains and losses because security transactions should be reported as an 
integral part of the bank’s results of operations.
□  The Institute’s accounting standards executive committee supports the 
general thrust of the SEC’s proposals for disclosures relating to marketable 
and other investment securities. However, some recommendations are offered.
□  The committee on investment companies recommended eliminating the 
proposed amendment to Form S-5, that would require certain registered 
investment companies to supplement their prospectuses quarterly with an 
unaudited listing of portfolio securities and information on each item in 
the portfolio.
Copies are available from the Institute’s accounting standards division.
“The Responsibilities of the Financial Executive in Energy Management” has 
been included on the program of the AICPA’s National Conference for Members 
in Industry and Government to be held in Washington, D.C. on October 21 
(see August Letter). The session, to be presented by James M. Shirley, Arthur 
Young & Company, and Robert Redd, Seidman & Seidman, is designed to 
inform financial executives of actions they can take to conserve energy and 
control energy costs for their organizations.
Registration fee is $55. A brochure on the conference is now being mailed 
to all members in industry and government. For further information, contact the 
AICPA’s meetings department.
A CORRECTION—The August item on the conference misreported the first 
name of the IRS commissioner. He is, of course, Jerome Kurtz.
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Recent Publications
AICPA Member 
Suspended
National Tax 
Conference Set
ORS Issues Final 
Audit Regulations
Index to Accounting and Auditing Technical Pronouncements—This publication, 
using a computer-reference system to show what technical pronouncements 
may bear on certain situations in practice, covers all technical standards and 
semi-official material issued by the AICPA, FASB, CASB and SEC, as of 
March 31, 1977. Price is $7.50, $6 to members.
AICPA Professional Standards—The three volumes contain all material included 
in the looseleaf service as of July 1 ,  1977. Price of the three-volume set is 
$17 to members.
Technical Practice Aids—Published for the first time in paperback, this publication 
contains all questions, interpretations and recommendations in the looseleaf 
service as of July 1, 1977. Price is $6.50 to members (with three-volume 
AICPA Professional Standards, $22.50 to members).
Financial Report Survey 13: Illustrations o f the Disclosure o f Unaudited Financial 
Information in Audited Financial Statements—This publication is a survey of 
disclosures of unaudited information in audited financial statements in 
accordance with ASR Nos. 177 and 190. Excerpts from financial statements of 148 
recently-published annual reports are presented. Price is $7.50; $6 to members.
All publications are available from the Institute’s order department.
The membership of Frank L. Foote of Webster, New York, was suspended from 
June 13, 1977 to June 12, 1978, under the automatic disciplinary provisions 
of the Institute’s bylaws. This action was coincident with the suspension of his 
CPA certificate for a similar period by the New York State Board for Public 
Accountancy.
The board found the member guilty of unprofessional conduct, practicing 
the profession fraudulently, gross incompetence and gross negligence in preparing 
and issuing false certified statements on the financial condition of an 
institution through failure to make proper verifications in accordance with 
generally accepted accounting procedures and auditing standards.
The federal tax division of the AICPA will conduct a National Conference on 
Federal Taxes in Washington on October 3-4. The conference is designed to 
provide tax practitioners with an opportunity to bring themselves up to date on 
recent tax developments and proposals that will affect their practices.
Topics to be covered include: financial and estate planning, individual 
income tax planning, tax administration problems, tax legislation developments, 
employee benefits planning, tax problems of small businesses and international 
taxation. Registration is $150. For further information, contact the AICPA’s 
meetings department.
The Office of Revenue Sharing has issued final audit regulations, pursuant to 
last year’s amendments. Significant items include the following:
□  Deletes any requirement for an annual audit, specifying “an audit not less 
often than once every three years.”
□  Allows audit officers appointed by the governor and reporting to the 
legislature to perform independent audits.
□  Clarifies generally accepted auditing standards to include both AICPA SASs 
and the GAO yellow book standards.
Regulations are effective October 1 for entitlement periods beginning on or 
after that date.
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Washington Briefs Legislation to require social security benefits for self-employed individuals to be 
based on payment of self-employment income taxes has been recommended 
by the General Accounting Office. In a letter to Congress, the GAO said that the 
current system permits a self-employed person to be eligible for benefits 
based on reported earnings—whether or not the self-employment tax has been 
paid on all those earnings.
The SEC is seeking comment on specific problems companies have faced in 
complying with its Rule 3-17 of Regulation S-X, which requires certain companies 
to disclose replacement cost data. The SEC staff doesn’t expect to make any 
changes in the rule this year, except for its application in the extractive 
industries. Comments are due by October 14.
In Rel. 33-5851, the SEC has deferred the effective date of the beneficial 
ownership disclosure requirements from August 31, 1977 to April 30, 1978.
The Treasury Department has revised and reissued the Q&A guidelines 
concerning the denial of tax benefits for participation in or cooperation with 
international boycotts. The guidelines were issued pursuant to the Tax Reform 
Act of 1976. Comments are due by September 30.
In Release no. 33-5856, the SEC clarifies provisions on disclosure of management 
remuneration. In addition to salaries, fees, bonuses, etc., “all payments made 
by the company for personal benefits received by management that are not 
directly related to job performance are forms of remuneration which should be 
included within the reported remuneration.”
The Internal Revenue Service has announced that a longer, one-page Form 
1040-A will be used this year. The new form, printed on pale pink paper, is 
intended to minimize errors from copying information from the front to the back.
The Treasury Department has issued regulations governing the practice of 
former government employees before the IRS. The revised rules became effective 
on August 29. The regulations govern practice by attorneys, CPAs and enrolled 
agents who represent clients before the IRS.
In Information Release 1875, the IRS said that churches and government units 
will have more time to file their annual returns for employee benefit plans 
and their reporting requirements have been reduced. The due date has been 
deferred to December 31, 1977, for filing 1975 returns and any 1976 returns due 
before that date.
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of Directors’ Meeting
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More than 2,500 members and their guests attended the Institute’s 90th annual 
meeting in Cincinnati, September 18-20. This year’s meeting focused on some of 
the basic issues confronting the profession and the business community as a whole.
One of the most fundamental, and controversial, questions was a plan to 
“enhance the effectiveness of the profession in the environment in which we 
practice.” Proposals recommended by the Board of Directors for permitting 
firm memberships within the Institute structure (see August Letter) were 
approved by Council with certain modifications (see page 2).
Following the Institute Council meeting on Saturday, 1976-77 AICPA chair­
man Michael N. Chetkovich called the annual business meeting to order at 9 a.m. on 
Monday. His successor for 1977-78, Stanley J. Scott, managing partner of Alford, 
Meroney & Company, Dallas, made his inaugural remarks at Tuesday’s luncheon.
Guest speakers included Neil A. Armstrong, the first man on the moon and 
the University Professor of Engineering at the University of Cincinnati; 
Representative Clarence J. Brown (R.-Ohio), ranking minority member of the 
House subcommittee on energy and power; Lee J. Seidler, deputy chairman 
of the Commission on Auditors’ Responsibilities; and W. Michael Blumenthal, 
secretary of the Treasury. Mr. Blumenthal was introduced by Richard M. Harden, 
CPA, special assistant to President Carter.
The bulk of the programs on Monday and Tuesday were given over to 
plenary and simultaneous panel sessions, focusing on such areas as a review of 
the year in Washington, the conceptual framework project, municipal accounting 
and auditing and federal taxation. Participants also heard about the latest 
developments in education, professional ethics, accounting, auditing, accounting 
and review services and the Institute’s quality review program.
The official social program began on Sunday with an opening reception at the 
Netherland Hilton Hotel and continued with a concert by the Cincinnati Symphony 
Pops on Monday. It concluded with a reception and dinner dance Tuesday evening.
A substantial portion of the September 16 meeting of the AICPA’s Board of 
Directors was devoted to proposals for changes in the structure and procedures of 
the Institute. Implementing resolutions were adopted and referred to Council 
for consideration. Among the other actions of the Board were the following:
□  Approved a long term disability plan for the Institute’s membership.
□  Nominated John L. Fox, New York, to fill a vacancy in Council (later approved 
by Council) caused by the death of John Killough.
□  Authorized, in response to suggestions by the SEC, the appointment of a 
special committee to study the need for and operation of audit committees, 
and how best to require their appointment.
□  Endorsed the membership of the National Association of State Boards of 
Accountancy in the International Federation of Accountants.
□  Approved the examination for the CPA certificate in Spanish as administered 
by the Florida State Board of Accountancy as “an examination in accounting 
and other related subjects satisfactory to the Board of Directors” for the 
purpose of gaining admission to Institute membership.
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Council Approves On September 17 in Cincinnati, the AICPA Council approved a plan for significant 
Restructure Plan changes in the structure, procedures and activities of the Institute. Under the
plan, as amended by Council, a new division of firms with two sections will be 
created — consisting of an SEC practice firms section and a private practice 
section. Firms are eligible for membership, on a voluntary basis, in either or both 
sections. On September 19, at the annual business meeting of the Institute, 
a motion to submit the Council action on the new division to a mail ballot of the 
entire membership was defeated by a vote of 563-211.
Under the SEC practice section, means are provided for self-regulation of 
firms via mandatory peer reviews, sanctions of firms, mandatory rotation of audit 
engagement partners, public reporting of certain firm information, and monitor­
ing of all section activities by a public oversight board. The private practice 
section provides greater recognition to the different needs of smaller businesses 
in standards setting and gives local and regional firms a greater voice within the AICPA.
Other key plan elements adopted by the Council include:
□  Opening to the public meetings of Council and portions of meetings of senior 
technical committees.
□  Adding three public representatives to the AICPA Board of Directors. Council 
approved a mail ballot of the membership to amend the bylaws to permit this addition.
□  Requiring publication of the names of all members found guilty in a trial board 
proceeding and periodically publishing statistics on pending disciplinary matters.
□  Establishing a new senior technical committee to set standards for accounting and 
review service of unaudited financial statements not associated with year-end audits.
□  Modifying the present rules of conduct to prohibit misleading or deceptive 
advertising and solicitation and to prohibit occupations which would result in 
a conflict of interest, and to repeal the rules on offers of employment to other 
public accountants’ staff. A mail ballot was authorized to seek membership approval.
In the month preceding the Council meeting, the Board had approved other 
elements of an overall plan of response to public concerns. These include:
□  Restudying the structure and procedures of the auditing standards executive 
committee in light of the emerging practice needs.
□  Establishing a new committee to study, on a continuing basis, significant frauds 
and audit failures and publishing analyses for the guidance of practitioners.
□  Modifying the current standard auditors’ report to make it a more effective 
means of communication with users.
AICPA Officers Stanley J. Scott, of Dallas, headed a slate of AICPA officers that was elected by
Elected for 1977-78 the Institute’s governing Council at its September 17 meeting.
In addition to Mr. Scott, managing partner of Alford, Meroney & Company, 
who became chairman of the Board of Directors, Joseph P. Cummings, New York, 
was elected vice chairman of the board. Mr. Cummings is a partner of Peat, 
Marwick, Mitchell & Co.
The new vice presidents are: Robert M. Coffman, managing partner, Elmer 
Fox, Westheimer & Co., Denver; Andrew P. Marincovich, partner, Marincovich & 
Taylor Accountancy Corporation, Long Beach, California; and Robert D. May, 
May, Zima & Co., Daytona Beach. Elected treasurer was Harry R. Mancher, 
partner, S. D. Leidesdorf & Co., New York.
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Outgoing AICPA 
Chairman Cites 
Constructive 
Changes Ahead
Scott Cites 
Challenges Ahead 
for Profession
NASBA Elects 
Officers for 1977-78
Noting that the accounting profession is faced with considerable challenge ahead, 
outgoing AICPA chairman Michael N. Chetkovich said that certain actions 
being taken by the Institute “are responsive to the winds of change blowing 
around us.”
In his farewell address at the Institute’s annual meeting, September 19,
Mr. Chetkovich added: “To be truly responsive to change, we must be willing to 
take a certain amount of risk, albeit measured risk, and create a framework 
which will permit the kind of planning and decision-making necessary for us to 
effectively serve the changing needs of our clients and the public.”
Among the actions taken by the Institute, said Mr. Chetkovich, was the 
approval by Council on September 17 of a new division of firms within the AICPA 
consisting of an SEC practice firms section and a private practice section (see 
page 2). Other actions noted were the AICPA’s response to and testimony 
before the Metcalf subcommittee and discussions with legislators and other 
government officials.
Looking to the future, Mr. Chetkovich said that the attention the profession 
is getting will continue. The reason? “We have come of age as a profession and 
the public eye is upon us, as well we should expect it to be.”
The future, he concluded, looks bright. “There definitely seems to be an 
increasing need for our services and a demand for their expansion in breadth as 
well as depth. Overall, I believe we can look forward to an increasingly 
important role in society.”
In his inaugural remarks at Tuesday’s luncheon, the AICPA’s new chairman, 
Stanley J. Scott, called for unity in the accounting profession to face the vast 
challenges ahead.
“Our problems are clear, well defined and formidable,” said Mr. Scott, citing 
particularly “the imminent possibility of legislation that would alter the structure 
of our profession.” He warned that unless the profession “takes appropriate 
steps” on such issues as providing greater assurances to investors on the credi­
bility of financial statements and auditor independence, “it is almost certain 
that Congress will move ahead toward new regulations.”
Another challenge which Mr. Scott focused upon was “balancing responsible 
performance against rising public expectations.” He offered several observations 
from prominent government officials, such as SEC Chairman Harold Williams, 
as to the gap between public expectations and auditor performance. Suggestions 
such as having auditors do more in the realm of corporate fraud, added Mr.
Scott, “represent a significant extension of the auditor’s responsibility beyond 
present practice.”
In viewing the next year, Mr. Scott predicted that CPAs will be asked to play 
a larger role in the public interest than ever before. “The public is expecting 
more from us and the Congress is looking to us to satisfy those expectations,” 
he concluded.
The following officers for 1977-78 were elected at the annual meeting of the 
National Association of State Boards of Accountancy in Williamsburg, Virginia, 
on September 14-17: President (by succession) — James E. Bates, Georgia, 
partner, Bates, Betts & Carter; President-Elect — Louis W. Matusiak, Illinois, 
partner, Alexander Grant & Company; Vice President — Robert C. Ellyson,
Florida, partner, Coopers & Lybrand; Vice President — C. Richard Spriggs, Cali­
fornia, partner, Arthur Young & Company; Vice President — Thomas F. Cardegna, 
Maryland, professor of accounting, University of Baltimore; Treasurer —
William W. McAbee, Florida, partner, McAbee & Co.
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At the annual meeting, special awards were presented for outstanding achieve­
ment. Marshall S. Armstrong, chairman of the Financial Accounting Standards 
Board, was presented with the AICPA’s Gold Medal for 1977 for distinguished 
service to the accounting profession (see August Letter).
Also, Elijah. Watt Sells Awards were presented to those CPA candidates who 
took all four sections of the May 1977 Uniform CPA Examinations and achieved 
the highest grade totals. For these examinations, 44,036 candidates completed 
a total of 160,504 papers — both new records for May examinations.
Stuart Mark Berkson of Chicago was the winner of the Sells Gold Medal, 
given for the highest grade total on the examinations. Berkson, a graduate of the 
University of Illinois-Urbana, is attending the Harvard Law School.
Co-winners of the Silver Medal, for the second highest grade totals, were 
Eugene G. Ballard, Jr., of Fort Lauderdale, Florida, and Marcel E. Bellen of 
Belgium. Both are currently with Peat, Marwick, Mitchell & Co.
Also, 66 honorable mention certificates will be awarded.
Sells Gold and Silver Medals were also awarded to those attaining the highest 
grade totals on the November 1976 examination (see March 28 Letter). Kevin
D. Anderson of Milwaukee was the winner of the Gold Medal, while the Silver 
Medal was presented to Donald L. Miner of Arlington Heights, Illinois.
The Financial Accounting Standards Board has sent a proposed interpretation of 
Accounting Principles Board Opinion no. 20, "Reporting Accounting Changes 
Under AICPA Statements of Position,” to the Financial Accounting Standards 
Advisory Council for comment. If adopted, the interpretation would be effective 
upon issuance.
The proposal specifies that for purposes of applying APB no. 20 an enterprise 
making a change in accounting principle to conform with recommendations of 
an AICPA Statement of Position shall report the change as specified in the state­
ment. If an Institute SOP doesn’t specify the manner of reporting such a change, 
an enterprise must report the change as specified by APB no. 20.
Copies of the interpretation are available from the FASB’s Publications 
Division, High Ridge Park, Stamford, Conn. 06905. The Advisory Council’s 
comments are expected by September 30.
International Accounting Standard No. 7, “Statement of Changes in Financial 
Position,” will be issued shortly by the International Accounting Standards 
Committee.
The new standard requires a statement of changes in financial position to be 
included as an integral part of the financial statements. The statement of changes 
in financial position should be presented for each period for which the income 
statement is presented.
Copies will be available at $2 each from the Institute’s order department.
The Institute’s auditing standards executive committee has issued four interpre­
tations involving SAS no. 10, “Limited Review of Interim Financial Information,” 
and SAS no. 13, “Reports on a Limited Review of Interim Financial Informa­
tion.” The interpretations provide guidance for auditors dealing with letters for 
underwriters.
The interpretations will be printed in the October Journal o f  Accountancy. 
Additional copies are available upon written request from the Institute’s 
auditing standards division.
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Researcher Sought 
for Joint Project
Survey Finds Heavy 
Reliance on 
Annual Reports
Pension Conference 
on ERISA To be Held
SEC Issues New 
Rules on Disclosure
The Institute, along with the Canadian Institute of Chartered Accountants and the 
Institute of Internal Auditors, has launched a joint project to conduct research 
on the audit impact of data base systems.
In this connection, the services of a full-time researcher are sought for a year. 
The position will require a person with a computer auditing background, 
a thorough knowledge of data base systems and an understanding of research 
methodology.
For further information, write Paul Levine, manager, practice applications, 
at the Institute.
A company’s annual report is probably the single most important source of 
information available to small investors, according to a survey conducted by 
the SEC’s Advisory Committee on Corporate Disclosure.
The advisory committee, which is now in the final stages of preparing a major 
study on corporate reporting for the SEC, received back questionnaires from 
some 4,400 stockholders who own less than 1,000 shares of stock in 15 publicly- 
held companies. The survey indicates that 91 percent of those responding said 
they read annual reports, and 77 percent said they read them “very” or 
“somewhat” thoroughly.
For further information on the survey, see the October Journal of 
Accountancy. A limited number of copies of the survey are also available by 
writing the Advisory Committee on Corporate Disclosure, SEC, 500 N. Capitol St, 
Washington, D.C. 20549.
The advisory committee’s final report is expected to be available by 
mid-October.
The American Bar Association’s joint liaison group is holding a conference on 
multiple regulation of employee benefit plans on October 3-4 at the L’Enfant Plaza 
Hotel in Washington, D.C.
Key federal administrators and top staff members of certain congressional 
committees and federal agencies will be represented. Speakers include Senator 
Harrison A. Williams, Jr. (D-N.J.); Representative John N. Erlenborn (R-Ill.);
Ian Lanoff, pension benefit program administrator; Donald Alexander, former IRS 
commissioner; and Matthew Lind, executive director of the Pension Benefit 
Guaranty Corporation.
Registration fee is $300. For further information, contact John Foley at the 
ABA (312/947-3950).
The Securities and Exchange Commission has adopted new rules for disclosure 
by commercial and industrial companies of investments in marketable securities. 
The new rules, announced in ASR 226, require that the SEC be informed on 
investments of any issuer which exceed two percent or more of the company’s 
total assets. The commission had originally proposed that holdings of more 
than five percent of stockholders’ equity be subject to detailed disclosure.
A company with such a two percent concentration in its investment portfolio 
must report on a schedule in its annual report and registration statements the 
name of the issuer, the cost of the securities and the total held, measured at both 
book value and current market value. Briefer descriptions are required for any 
securities holdings falling below the two percent mark.
The rules are effective for financial statements for fiscal years ending after 
December 24, 1977.
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Washington Briefs The Securities and Exchange Commission has announced hearings on a series of 
questions dealing with shareholder communications, shareholder participation 
in the corporate electoral process and corporate governance generally. The 
hearings will begin September 29 in Washington, October 11 in Los Angeles, 
October 18 in New York and November 1 in Chicago.
Pursuant to P.L. 94-305, the Small Business Administration has commissioned a 
report entitled “The Impact of Taxation on Small Business: A Proposal for 
Reform.” The report finds a number of small business tax problems, and offers 
several recommendations. For further information, contact the SBA Office of 
Advocacy (202/653-6988).
Senator Harrison Williams, Jr., (D-N.J.), chairman of the Senate Banking Securities 
Subcommittee, said recently that he would introduce legislation that would 
“extend the investor protection and full disclosure provisions principles of federal 
securities law to the issuers of municipal securities.” The bill, the “Municipal 
Securities Full Disclosure Act of 1977,” would amend the 1934 Securities 
Exchange Act to require timely disclosure of pertinent financial data by issuers 
of municipal securities.
Senator Gaylord Nelson (D-Wis.), chairman of the Senate Small Business Com­
mittee, has written the President to urge that the Administration’s tax reform plan 
include provisions to assist small business. In the letter, the senator noted that 
his committee is compiling studies of the concerns of small business enterprises.
Following its deferral of the effective date of the beneficial ownership rules to 
April 3 0 , 1978 last month, the SEC has announced certain specific questions on 
which it seeks comment. In Rel. No. 34-5859, the SEC urges comment on possible 
revisions to the definition of beneficial ownership as well as certain interpre­
tative matters. Comments are due by September 30.
The SEC has issued a proposal to incorporate the FASB exposure draft on 
financial accounting and reporting by oil and gas producing companies. The 
amendments are proposed to place the commission in a position to adopt by 
December 22, 1977, the accounting requirements mandated by the Energy Policy 
and Conservation Act of 1975. Comments are due by October 14.
The SEC has issued Staff Accounting Bulletin No. 16 concerning “the disclosure 
to be made by registrants when their financial statements filed with the com­
mission are potentially affected by the FASB’s exposure draft, financial 
accounting and reporting by oil and gas producing companies.”
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Membership Sought 
for New AICPA 
Division of Firms
Quality Control 
Workshops Set
The CPA Letter
A Semimonthly News Report Published by the AICPA
At the annual meeting last month, the AICPA’s Council approved a plan estab­
lishing a division of firms within the Institute consisting of an SEC practice 
section and a private companies practice section (see September 26 Letter). Steps 
are being taken to implement this action by inviting all firms represented in the 
Institute’s membership to join either or both sections. (Firms need not have any 
SEC clients in order to join the SEC practice section.)
To assist firms in considering whether to join, statements of the organiza­
tional structure and functions of the two sections have been mailed to the firms, 
along with a membership application form. The full texts of the statements will 
also be printed in the Official Releases department of the November Journal 
of Accountancy.
Budgets and dues schedules will be made available as soon as they have 
been established by the executive committees of the two sections. Dues for the 
private companies section are expected to be nominal, and those for the SEC 
practice section, though difficult to predict, may be based on a formula of 
approximately $10 for each CPA in the firm. The membership application will be 
contingent upon the firm’s acceptance of the dues rates to be established by the 
executive committees of the two sections.
In his transmittal letter to the firms, President Wallace E. Olson wrote: 
“Membership in the new Division of CPA Firms is entirely voluntary and a 
decision not to participate will not affect in any way the membership of individual 
CPAs in the Institute. However, you are urged to take advantage of this oppor­
tunity for your firm to play an active role in improving the practice of public 
accounting. We believe all firms will benefit by participating in this new system 
of self regulation and the program to direct greater attention to the differing 
needs of privately owned and SEC clients.”
The AICPA’s continuing professional education division, in cooperation with 
state societies, will hold a series of one-day lecture-workshops in December and 
early January to explain how a firm should use the AICPA’s newly adopted 
quality control standards and related sample documents to prepare its own quality 
control manual. Quality control documentation will be needed by all firms 
joining the private companies or SEC practice sections of the newly established 
AICPA Division of CPA Firms (see September 26 Letter). The lecture-workshops 
will be conducted by members of the AICPA quality control committees and 
task forces, that developed the new standards, and will inform participants 
about late developments (such as the forthcoming exposure drafts on performing 
and reporting compliance reviews) in implementing them. In addition to exam­
ining Institute prepared materials, participants will analyze a local firm’s 
adaptation of these samples.
Sites for the workshop include Arlington, Va. (Dec. 12), Chicago (Dec. 5), 
Hartford (Dec. 14), Houston (Jan. 4), Miami (Dec. 5), and Portland (Dec. 6).
Members who are interested in the course: “Documentation of Quality 
Controls in Local CPA Firms,” should contact the CPE division (212) 575-7644 
for more details.
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Kirk Named 
Chairman of the 
FASB
The Financial Accounting Foundation, the parent body of the Financial Account­
ing Standards Board, has appointed Donald J. Kirk as chairman of the FASB, 
replacing Marshall S. Armstrong, who will step down as of January 1. Kirk, a 
former partner of Price Waterhouse & Co., has been a member of the board since 
its inception in 1973.
By selecting its chairman from the seven-member board, the Foundation will 
have three positions still to be filled by January 1. Besides Armstrong, who 
will become chairman emeritus, Robert E. Mays and Arthur L. Litke are not 
seeking reappointment to the board when their terms expire at year-end.
A selection committee of the trustees of the Foundation, headed by Ralph E. 
Kent, senior partner of Arthur Young & Company, is seeking to fill the vacancies. 
John C. Biegler, president of the Foundation, said recently that under a policy 
change voted upon earlier this year (see July Letter), the requirement that four of 
the seven board members be CPAs principally experienced in public practice 
has been eliminated.
FASB Issues Draft 
on Business 
Segments
The Financial Accounting Standards Board has issued an exposure draft of a 
proposed amendment to its Statement no. 14, “Financial Reporting for Segments 
of a Business Enterprise.” The proposal would eliminate the requirement to 
disclose segment information in interim financial statements.
FASB Statement no. 14 now requires the disclosure of segment information 
in complete sets of interim financial statements that are expressly described as 
presenting financial positions in conformity with generally accepted accounting 
principles. The FASB is proposing that any requirement to report the information 
specified by Statement no. 14 in interim financial statements be deferred and 
considered in the board’s project on interim financial reporting.
If adopted, the proposal would be effective retroactively to fiscal years 
beginning December 15, 1976, which is the effective date of Statement no. 14.
Comments are due by October 25. Copies of the draft (up to five) are 
available free from the FASB, High Ridge Park, Stamford, Conn. 06905.
Hospital Audit 
Guide May Be 
Amended
The Institute’s accounting standards division expects to issue a statement of 
position in mid-October, which proposes changes to the AICPA Hospital Audit 
Guide. The statement was prepared for consideration by the Financial Account­
ing Standards Board.
The statement, “Accounting by Hospitals for Certain Marketable Equity 
Securities,” urges that not-for-profit hospitals account for their portfolios of 
marketable equity securities at the lower of aggregate cost or market value. To 
effect this view, the position statement recommends that the Guide be amended 
to include new wording for the section entitled, “Investment Income and Gains 
(Losses).”
The AICPA paper notes that FASB Statement no. 12, “Accounting for 
Certain Marketable Equity Securities,” applies only to investor-owned hospitals 
and not to not-for-profit hospitals. The division believes that there is a need 
for uniformity in the financial reporting of all hospitals.
Copies of the statement will be available at $1.50 each from the Institute’s 
order department.
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Court Rules on Use 
off “Accountants” 
and “Accounting”
AICPA Publishes
Practitioners’
Letter
SEC Proposes 
Stiffer Audit 
Disclosure Rules
One AICPA Member 
Expelled; Another 
Suspended
A Maryland Circuit Court recently ruled that statutory protection of such terms 
as “accountants” and “accounting” is constitutional.
In a decision by the Circuit Court of Baltimore, the Court found that Section 
14(e) of the state’s accountancy law “is not unreasonable, arbitrary or capricious, 
but bears a real and substantial relation to the public welfare.” The case 
involved the Comprehensive Accounting Service which the Maryland State Board 
of Accountancy alleged was engaged in activity in violation of the accountancy 
statute. Section 14(e) specifically restricts the use of the terms “accounting,” 
“auditing,” “accountant,” and “auditor” by uncertified persons, partnerships 
or corporations.
The Court took particular note of a California case (People v. Jack M. Hill) 
which held as constitutional a state statute prohibiting an unlicensed person from 
holding himself out as an “accountant” (see May 23 Letter).
Copies of the Maryland and California decisions are available from the 
Institute’s legislative reference service.
Within the next few weeks, the AICPA will commence publication of a monthly 
letter for local practitioner members. The letter will have a strongly practical 
orientation, dealing with such matters as practice management, certain elements 
of taxation and the practical application of professional standards. Articles 
will be short and, with the expected contributions from local firms, provide an 
effective exchange of ideas and techniques.
The CPA Practitioner will be sent automatically to all members of the 
Institute associated with firms that have fewer than 50 AICPA members. Other 
individual members may receive the publication upon request to the circulation 
department.
The Securities and Exchange Commission has issued two proposals involving 
stiffer disclosure rules relating to changes in auditors and the relationships 
between companies and their auditors.
Under one change, the SEC proposes to make public the reasons why com­
panies change auditors and whether the decision to change auditors was approved 
by the company’s board of directors or its audit committee. The commission 
also proposes to amend its Form 8-K and proxy rules to reflect these changes.
In addition, the commission is proposing to require that corporate proxy 
statements disclose all services provided and fees paid to outside auditors during 
the last fiscal year as well as whether the board of directors or its audit committee 
approved all accounting services.
Comments on both proposals are due by November 30, and are to be directed 
to George A. Fitzsimmons, Secretary, SEC, Washington, D.C. 20549.
The bylaws of the Institute provide that any member convicted of a crime defined 
as a felony under the laws of the convicting jurisdiction shall have his Institute 
membership automatically suspended. The bylaws also provide for the member­
ship to be terminated if the conviction is final or is not reversed on appeal.
Recently, the memberships of two Institute members were affected by these 
automatic disciplinary provisions:
□  On July 19, 1977 the membership of Solomon H. Budner of New York City 
was terminated on his conviction on a plea of guilty of bribing an Internal 
Revenue Service agent.
□  On July 21, 1977 the membership of Stephen K. Easton of New York City was 
suspended pending appeal of his conviction of embezzlement of bank funds.
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Washington Briefs Senator Harrison Williams, Jr. (D-N.J.), chairman of the Senate Human Resources 
Committee, has scheduled oversight hearings on ERISA beginning October 11.
He also announced introduction of a bill to delay the scheduled January 1, 1978 
date for mandatory coverage of multiemloyer plans under ERISA’s termination 
insurance program operated by the Pension Benefit Guaranty Corporation.
The IRS has issued final regulations on minimum participation standards for 
qualified retirement plans including requirements on limitations on age, service 
conditions and minimum coverage of employees. Treasury Decision 7508 also 
contains final regulations issued by the Labor Department on the acquisition, hold­
ing and divestiture of employer securities and real property under ERISA.
The Cost Accounting Standards Board has issued amendments to the regulations 
on contract coverage to exempt small business concerns and to reduce the 
requirements that certain other companies must meet. The amendment will 
also extend the applicability of the standard covering allocation of home office 
expenses to segments to some additional companies.
The General Accounting Office is currently working on a study of the costs and 
profits of natural gas producers. The study is expected to be completed by the 
first quarter of next year. Copies of the letter report (EMD-77-53) are available by 
contacting the GAO Reports Department, Washington, D.C. 20548 (202/273-6241).
The SEC, in Rel. 33-5865, has proposed new rules and amendments to Form 8-K 
relating to the resale of bankruptcy-related securities. The amendment is to 
insure that current data about a debtor and the bankruptcy proceedings in which 
it has participated will be made public shortly after the proceedings have been 
completed. Comments are due by December 15.
The Internal Revenue Service has deferred indefinitely Rev. Rul. 76-453 on tax 
treatment of employees’ travel expenses. Delayed three times, the ruling was to 
be effective as of October 1. However, in Information Release 1884, the IRS 
said it would soon propose regulations that would have the same effect.
The Institute will sponsor a national conference on federally assisted programs 
November 7-8 at the Capital Hilton Hotel in Washington, D.C. Speakers include 
Elmer B. Staats, U.S. comptroller general; A. Vernon Weaver, administrator of 
the Small Business Administration; and Richard M. Harden, CPA, special 
assistant to President Carter. For further information, contact the Institute’s 
meetings department.
The CPA Letter
American Institute of Certified Public Accountants, Inc. Second-class postage paid at New York, N.Y.
1211 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10036
October 24 , 1977
Vol. 57 No. 18
Draft on Property 
and Liability 
Insurance 
Companies Issued
Institute Comments 
on Three FASB 
Proposals
FASB Issues 
Interpretation on 
Accounting 
for Leases
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Institute’s insurance companies committee will shortly be issuing an exposure 
draft of a proposed statement of position on “Accounting for Property and 
Liability Insurance Companies.”
The committee is in the process of revising the AICPA Industry Audit Guide, 
Audits o f Fire and Casualty Insurance Companies and has identified areas in 
which existing practice varies, including areas in which further clarification of 
the guide seems necessary, and certain areas that were not discussed in the 
guide. The paper expresses a position on most of the areas in which alternative 
accounting methods exist in the property and liability insurance industry.
Particular attention is urged on a discussion of considering anticipated 
investment income in the computation of premium deficiencies. While no position 
is taken in the draft, the proposed statement notes that a position will be included 
in the final SOP.
Copies will be available in early November by writing David Roscetti at 
the AICPA. Comments are due by December 31.
The AICPA’s accounting standards division (ASD) has commented on three 
Financial Accounting Standards Board proposals dealing with financial accounting 
and reporting by oil and gas companies, accounting for leases — initial costs, 
and an interpretation of APB no. 20 involving accounting changes.
□  In a letter on the FASB’s draft on reporting by oil and gas companies (see 
August Letter), the ASD noted that since the division hadn’t reached a con­
sensus on the basic issue of full cost versus successful efforts methods of 
accounting, the comments would be restricted to areas in the draft where a 
clear consensus existed and to matters that may create implementation 
problems.
□  In a letter involving the draft on accounting for leases — initial costs, the ASD, 
among other things, called for a clarification of the definition of initial direct 
costs, particularly as to the list included in the draft.
□  The ASD also supported the FASB’s agreement to consider certain provisions 
of APB no. 20 dealing with accounting changes, which had been urged in a 
previous letter (see April 11 Letter).
Copies of the letters are available on written request from the Institute’s 
accounting standards division.
The Financial Accounting Standards Board has issued an interpretation of its 
Statement no. 13, “Accounting for Leases.” Interpretation no. 19 deals with a 
lessee’s guarantee of the residual value of leased property that should be included 
in minimum lease payments under the statement. The interpretation, which is 
essentially the same as the draft issued in July, will be effective as of 
January 1, 1978.
Copies are available at $1 each from the FASB, Publications Division, High 
Ridge Park, Stamford, Conn. 06905.
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FASB Defers 
Statement on 
Pension Plans
The Financial Accounting Standards Board said recently that a final statement on 
accounting for defined benefit pension plans will not be issued this year. The 
board had issued an exposure draft on this subject in April (see May 9 Letter) 
that, if adopted, would have been effective for plan years beginning on or after 
December 15, 1977.
Comments on the exposure draft were due in August. FASB Chairman 
Marshall Armstrong, in making the announcement of the board’s decision to post­
pone issuance of a statement, said that the complexity of the issue and the more 
than 700 comment letters led the board to the decision.
Comments Issued 
on Investment 
Company 
Proposals
The Institute’s committee on investment companies has issued comment letters 
to the Securities and Exchange Commission involving two releases under the 
Investment Company Act of 1940.
As to Release no. 9782, “Integrated Registration and Reporting System,” the 
committee contends that the proposal “does not reach the stated objective in 
several significant aspects.” They concern a proposed revision of Form N-1R and 
requirements involving closed-end and certain inactive open-end companies.
As to Release no. 9783, “Investment Companies — Annual Reports — Filing 
Requirements — Period of Filing to be Reduced,” the committee recommends 
that, in view of the proposed integrated filing system discussed in Release no. 
9782, the reduced filing time be delayed for a two-year period following adoption 
of the revised reporting forms.
Copies of both letters are available upon written request from the Institute’s 
accounting standards division.
AICPA National 
Conference on 
Banking Set
The Institute’s federal government division will sponsor a national conference on 
banking on December 12-13 at the Capital Hilton Hotel in Washington, D.C. 
Topics include an update on accounting and auditing matters confronting banks 
and CPAs in reporting on financial operations, recent FASB developments and 
new disclosure requirements.
Speakers include John R. Evans, SEC commissioner, Philip C. Jackson, Jr., 
member of the board of governors of the Federal Reserve System, and William 
Dougherty, president of North Carolina National Bank Corporation.
Registration fee is $175. Contact the Institute’s meetings department.
AICPA Conference 
Provides Forum 
on MAS Practice
The Institute’s fourth annual National MAS Conference, held in Chicago October 
5-6, focused on various topics aimed at providing practical advice and ideas on 
major aspects of MAS practice.
Concurrent panel sessions dealt with such areas as recognizing MAS oppor­
tunities in small business clients, helping clients plan for corporate growth and 
diversification, minicomputer applications for small business clients, managing 
complex MAS engagements and MAS practice administration for firms not yet 
having an MAS department. Most of the two-day conference was devoted to these 
“how to” sessions, with much participation from the more than 250 practitioners 
attending.
For further information, see the December Journal o f Accountancy.
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Conference 
Focuses on Tax 
Developments
IFAC Approved 
at International 
Congress
Regional Trial 
Board Expels 
Member
More than 300 tax practitioners attended the Institute’s National Conference on 
Federal Taxes, held October 3-4 in Washington, D.C. Topics covered included a 
review of the year’s major tax rulings and court decisions, an analysis of tax 
legislation developments, financial and estate planning and tax problems of small 
businesses.
Key speakers included Representative Joe D. Waggoner, Jr. (D-La.), a member 
of the House Ways and Means Committee, and Senator Robert Dole (R-Kans.), 
a member of the Senate Finance Committee and former Republican Party vice 
presidential nominee.
At the 11th International Congress of Accountants held earlier this month in 
Munich, representatives of more than 50 nations approved the establishment of 
the International Federation of Accountants (IFAC). The broad objective of the 
new group is to develop a coordinated international accountancy profession with 
harmonized standards. To accomplish this, IFAC will do the following:
□  Initiate and guide efforts to achieve international technical, ethical and educa­
tional guidelines for the accounting profession and reciprocal recognition of 
qualifications for practice.
□  Promote the development of regional organizations.
□  Arrange international congresses of accountants at five-year intervals.
IFAC replaces the 11-nation International Coordination Committee for the 
Accountancy Profession (ICCAP), which will be dissolved. However, the 53- 
nation International Accounting Standards Committee (IASC) will continue to 
issue pronouncements on international accounting standards. The IFAC agree­
ment recognizes that the objectives of IASC and the new organization are 
“interdependent” and states that “the closest relationship should be maintained 
between the two groups.”
For further information, see the December Journal o f Accountancy.
At a meeting of a hearing panel of Regional Trial Board VII in Detroit, Michigan, 
on June 3 ,  1977, the ethics charging authority presented a case against Leonard
E. Palis of Detroit, Michigan, for violating the AICPA and Michigan Association 
rules on accounting and auditing standards and for committing acts discreditable 
to the profession.
The member was charged with violating auditing and accounting standards 
in preparing substandard reports on the financial statements of two clients, failing 
to disclose sole ownership of a company while preparing its unaudited financial 
statements or accompanying such statements with a disclaimer for lack of 
independence and failing to disclose a departure from GAAP in financial state­
ments prepared for a corporation of which he was sole owner.
The hearing panel found Mr. Palis guilty of the technical standards violations 
as charged and expelled him from membership in the Michigan Association of 
CPAs and the AICPA. Because of these findings and the penalty imposed, the 
panel concluded it unnecessary to pass judgment on the charge that his failure 
to comply with technical standards of the profession constituted acts discredit­
able to the profession.
The member requested a review of the hearing panel’s decision by the 
National Review Board. An ad hoc committee of the board was convened on 
September 2 0 , 1977 to consider the request and, based upon its consideration 
of the case and related material, denied the request. The decision of the Regional 
Trial Board hearing panel to expel Mr. Palis from membership in the Michigan 
Association of CPAs and the AICPA, which was stayed pending the request for 
review, therefore became effective on September 20, 1977.
Washington Briefs The Securities and Exchange Commission has issued Staff Accounting Bulletin
no. 17, which revises and updates the table of contents, subject matter index, and 
index to citations originally issued in SAB no. 1.
In ASR no. 228, the SEC has further delayed the effective date of the quarterly 
reporting requirements for life insurance companies whose shares are not cur­
rently traded. Thus, the effective date of ASR 197 is postponed from December 
25, 1978 to December 25, 1979.
The Cost Accounting Standards Board has proposed Cost Accounting Standard 
416, Accounting for Insurance Costs, which is geared to provide criteria for meas­
uring insurance costs, assigning such costs to cost accounting periods and 
allocating them to cost objectives. Comments are due by December 12.
The CASB also modified its rules and regulations to provide criteria for “deter­
mining the materiality of costs in given circumstances, in applying the words 
or phrases of materiality used in cost accounting standards, and to limit price 
adjustments to material amounts of costs.”
The Department of Labor has issued final regulations prescribing conditions 
permitting a fiduciary of an employee benefit plan to maintain the indicia of 
ownership of plan assets outside the jurisdiction of the U.S. District Courts. This 
practice is prohibited under ERISA unless authorized by the Secretary of Labor. 
Under certain conditions, a plan may invest in foreign securities without incurring 
the costs of physically transferring the securities to and from the U.S. and still 
meet the ERISA requirements.
The Treasury Department has proposed regulations designed to provide states 
with the guidance required to decide whether to choose federal collection and 
administration of their individual income taxes. This “piggybacking” system is 
designed to increase efficiency and eliminate double recordkeeping by taxpayers. 
Comments are due by December 14.
The Institute’s committee on savings and loan associations has extended the 
comment period on its proposed Audit and Accounting Guide for  Savings and 
Loan Associations which was issued in July. Comments are now due by November 
30, instead of September 30. For further information, contact Hugh McWhorter 
at the Institute’s Washington Office (202/872-8190).
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AICPA to Open 
Certain Meetings 
to the Public
FASB Issues 
Exposure Draft 
on Forward 
Exchange Contract
The CPA Letter
A Semimonthly News Report Published by the AICPA
At its September 17 meeting, the AICPA’s Council resolved to open its future 
meetings to the public as well as those meetings of standard-setting committees 
at which standards are discussed or acted upon. This policy, which will take 
effect as soon after January 1, 1978 as possible, applies to all senior technical 
committees and those whose activities have substantial public interest.
Existing committees covered by the policy are the following: Accounting and 
Review Services Committee, Accounting Standards Executive Committee 
(AcSEC), Auditing Standards Executive Committee (AudSEC), Federal Taxation 
Executive Committee, Management Advisory Services Executive Committee, 
Professional Ethics Executive Committee and the Quality Control Standards 
Committee. Also, the Federal Government Executive Committee and the Board of 
Examiners will open appropriate portions of their meetings because of the sub­
stantial public interest in their activities.
Senior technical committees which may be appointed in the future and those 
special committees designated by the Board of Directors as coming under the 
provisions of the Council resolution will also operate in the “sunshine.” Com­
mittees, and the Board of Directors, whose activities are subject to the approval of 
Council, need not open their meetings to the public. Subcommittees and other 
working groups that report to senior technical committees may also meet in 
closed sessions.
Notice of meetings coming under the new “sunshine” provisions will be 
published in the CPA Letter, together with a listing of the subjects tentatively 
scheduled to be discussed. Because of the necessary lead time and the vagaries of 
second-class mail deliveries, members who may wish to attend certain of these 
meetings should consider requesting first-class mailings of their CPA Letters 
($5.00 per year through the circulation department). A telephone service will be 
established to provide up-to-date information on changes in agenda items for 
meetings scheduled during the next week, cancellations and notice of 
“emergency” or special meetings that have not been previously listed.
Six sets of meeting materials will be available for inspection by those attend­
ing a meeting of a “sunshine” committee. A subscription service, at nominal cost, 
will be established to provide advance copies of point outlines, drafts, question­
naires and agendas for meetings of AcSEC, AudSEC and the accounting and 
review services committee. A public file will be maintained in the AICPA library 
which will consist of the above documents plus the statement of a committee’s 
operating procedures, minutes of meetings and comment letters on proposals.
An FASB proposal would amend conditions under paragraph 27 (a) of Statement 
no. 8 regarding a forward contract that is intended to hedge a foreign currency 
commitment that was entered into before the effective date of the statement.
Also, the draft would amend paragraph 27 (b) to permit the deferral 
of a gain or loss on a portion of a forward contract in excess of the amount of 
the foreign currency commitment, to the extent that the portion is intended 
to provide a hedge on an after-tax basis. Comments are due by December 15.
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As a result of the establishment of a division for CPA firms with two sections and 
separate peer review committees, many questions have been raised regarding 
the status of the Voluntary Quality Control Review Program for CPA Firms 
adopted by the AICPA’s Council in October 1976. The following is designed to 
clarify the issues raised:
□  The voluntary program will continue to provide consulting reviews (as 
described in the program brochure) to those firms who elect to have a review 
but do not choose to join either of the new sections (SEC practice or private 
companies practice). The program will be administered by the new senior 
committee on quality control standards which will establish the procedures to 
be followed in conducting and reporting on the voluntary reviews.
□  Also, the new senior committee on quality control standards will succeed the 
prior administrative committee and will be responsible for establishing quality 
control policies and procedures for use by the entire profession including
the new sections of CPA firms. An initial pronouncement, “Quality Control 
Policies and Procedures for Participating CPA Firms,” was developed by a 
predecessor special committee and was published in October 1977. Copies of 
these guidelines have been sent to all firms represented in the AICPA. The 
pronouncement should be regarded as authoritative, although it may be 
modified from time to time by the committee on quality control standards.
□  Peer reviews of firms that are members of a section of firms will be mandatory 
every three years. The peer review committee of each section will be 
responsible for establishing the procedures to be followed in conducting and 
reporting on the reviews in its section. Although these procedures may be 
generally similar to those of the voluntary program they need not be. Each 
section will develop its own program to fit the specific needs of its member 
firms. However, the overall AICPA quality control policies and procedures 
are to be used as a basis for measurement.
□  A discussion draft, “Performing and Reporting on Quality Control Compliance 
Reviews,” prepared by a special committee, has been mailed to all firms 
represented in the Institute. Comments should be received by December 15. 
These comments will be considered by the senior committee on quality 
control standards and the two peer review committees in establishing proce­
dures for their respective review programs.
□  “Sample Quality Control Documents for Local CPA Firms,” consisting of staff 
prepared illustrations of quality control documents for a two partner and
a four partner firm is being mailed to all firms this month.
Additional copies of the documents mentioned above may be obtained from 
the Institute’s quality control review department.
The Institute’s bylaws provide that any member convicted of a crime defined as a 
felony under the law of the convicting jurisdiction shall have his membership 
in the Institute terminated upon the filing of a final judgment of conviction with 
the secretary of the Institute.
On August 24, 1977 Richard B. Gray of Sarasota, Florida, was notified that his 
Institute membership was terminated following receipt of a final judgment of 
his conviction in the Sarasota County Circuit Court of converting funds of a 
Rotary International District to his own use while serving as its treasurer.
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AICPA Member 
Expelled
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Draft on Reports 
Involving 
Contingencies 
Issued
AICPA Establishes 
New Committees
Education 
Program Set by 
Ernst & Ernst 
Foundation
The Institute’s auditing standards executive committee has issued an exposure 
draft of a proposed statement on auditing standards, “Auditor’s Report When 
There Are Contingencies.”
The proposed SAS describes the auditor’s reporting considerations when 
there are contingencies that may have a material effect on the financial statements 
being examined. The exposure draft provides that the auditor would not modify 
his opinion because of a contingency if he concludes that the accounting and 
financial reporting for that contingency are in conformity with generally accepted 
accounting principles. However, he would not be precluded from declining to 
express an opinion on financial statements because of the possible effect of a 
contingency on the going concern assumption.
Comments are due by January 31 , 1978. Copies of the draft are available upon 
written request from the Institute’s auditing standards division.
In response to some of the concerns expressed about the accounting profession, 
the Institute’s chairman has recently appointed the following three new 
committees in the auditing standards area:
□  Special Committee on Audit Committee Requirement—The group’s objective is 
to consider the means by which the AICPA may prohibit CPAs from being as­
sociated with the financial statements of certain companies unless those com­
panies have appointed audit committees meeting specified standards, and after 
considering the views of interested parties, to propose a plan to adopt such
a requirement. The chairman is Robert D. Neary, Ernst & Ernst, Cleveland.
□  Subcommittee on Perpetration and Detection o f Fraud — The group’s objective 
is to study and publish analyses of methods of perpetration and detection
of types of fraud, and to study, with the prior approval of the board of direc­
tors, specific instances of alleged audit failures and publish the results of such 
studies, insofar as the need for new or revised auditing standards is indicated. 
Chairing the AudSEC subcommittee is Donald R. Ziegler, Price Waterhouse 
& Co., Philadelphia.
□  Special Committee on Policy Statements on Employee Conduct — The com­
mittee is charged with developing, for the guidance of interested parties, a 
model statement of policies dealing with appropriate and prohibited employee 
conduct. Chairman is Kenneth P. Johnson, Coopers & Lybrand, New York.
Also, the following new committee has been established by the accounting 
standards division:
□  Committee on FASB Interpretations and Amendments — The committee is 
charged with preparing letters of comment on exposure drafts of proposed 
interpretations or amendments to FASB statements of financial accounting 
statements. Chairman is Thomas J. O’Reilly, Coopers & Lybrand, Cleveland.
The trustees of the Ernst & Ernst Foundation recently approved a program of 
financial support for the professionalization of accounting education through 
professional schools of education.
The program is aimed at providing financial assistance during the develop­
mental phases associated with the transition from a traditional business school 
accounting program to a profession-oriented school. This support is available to 
both separate, free-standing schools of professional accounting and to schools 
of professional accounting within an accredited school of business. Ernst & 
Ernst’s commitment is for $1.25 million over a five-year period.
The firm has mailed a brochure describing the major aspects of the program 
to more than 400 schools. For additional information, contact the Ernst & Ernst 
Foundation, 1300 Union Commerce Building, Cleveland, Ohio 44115.
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Minority 
Accounting 
Scholarships 
To Be Increased
FASB Establishes 
Industry Fellow 
Program
Recent
Publications
SEC Proposes 
Rules on Oil and 
Gas Reserves
Financial aid for education in accounting to minority students, colleges and 
instructors will be increased during the 1977-78 academic year, said Sharon I. 
Donahue, Institute manager of minority recruitment. The funds are provided by 
the AICPA, the Department of Health, Education and Welfare, the American 
Accounting Association and private donations.
Scholarships totaling more than $84,000 will be awarded to 148 accounting 
students in 87 colleges and universities — a 35 percent increase in funds, a 
61 percent increase in scholarships and an 81 percent increase in participating 
schools over last year.
Another $78,000 was granted to eight predominantly minority colleges for 
scholarships. Also, a $164,500 grant will be made to minority faculty for doctoral 
fellowships in accounting and visiting replacement scholarships.
In line with its practice fellow and academic fellow programs, the Financial 
Accounting Standards Board has established an industry fellow program. Fellows 
serve for one to two years on the FASB’s technical staff and are directly involved 
in projects relating to research, interpretations, amendments to and development 
of new standards.
To be considered for appointment, an applicant must be sponsored by a 
company where currently employed and to which the fellow is expected to return; 
have a minimum of five years of accounting experience in industry; and be 
knowledgeable about authoritative accounting pronouncements.
Interested persons should contact the FASB at High Ridge Park, Stamford, 
Conn. 06905.
Financial Report Survey 14: Illustrations o f  Accounting for Employee Benefits — 
This publication deals with accounting for employee benefits in accordance 
with generally accepted accounting principles. Excerpts from financial statements 
of 241 recently-published annual reports are presented. Price is $7.50; $6 to 
members.
Computer Services Guidelines — Management, Control and Audit o f Advanced 
EDP Systems — This publication deals with control mechanisms as they relate to 
advanced EDP systems. Price is $4.50; $3.60 to members.
New Guides for the Professional Accountant — This publication contains 13 
significant articles from the past year’s Journal o f Accountancy. Price is $4; 
$3.20 to members.
These publications can be obtained from the Institute’s order department.
Accounting Series Releases and Staff Accounting Bulletins (as of September 1, 
1977) — This volume contains all the SEC’s releases through no. 225, which remain 
in effect. Price is $10; and copies are available from Commerce Clearing House, 
Inc., 4025 W. Peterson Ave., Chicago, Ill. 60646.
The Securities and Exchange Commission recently proposed that oil and gas pro­
ducing companies place a dollar value on their reserves. The commission would 
require publicly-owned oil and gas companies to disclose “the present value 
of future net revenues from estimated production of proved oil and gas reserves.” 
In a separate action, the SEC reasserted its support for oil and gas com­
panies to disclose operating and financial data, including exploration costs, as 
proposed by the Financial Accounting Standards Board in its recent exposure 
draft (see August Letter).
Special Supplement, The CPA Letter, November 14, 1977
NEW AICPA DIVISION FOR CPA FIRMS: STATUS REPORT
In line with establishing a new division for CPA firms within the Institute, as approved by Council in September, 
executive committees of both the SEC practice section and the private companies practice section recently 
held their first organizational meeting.
The overall objectives of each section will be to improve the quality of services by CPA firms within each area 
and establish and maintain an effective system of self-regulation of member firms.
An independent oversight board composed of public members will be formed shortly by the SEC practice 
section executive committee. Both sections are considering appointments to their peer review committees.
Also, the executive committees approved the organization of several subcommittees and task forces to consider 
specific areas such as membership, planning, liability insurance and continuing professional education requirements. 
In addition, the SEC practice section will establish a committee to consider the impact of audit committees 
on changes in auditors.
Chairing the executive committee of the private companies practice section is Glenn Ingram, Jr., Glenn Ingram & 
Company, Chicago. Other members are: Nolen C. Allen, Cotton & Allen, Louisville; Lucius A. Ashby, Jr., Ashby 
& Co., Denver; Dale M. Blocher, Palm Beach; Ronald P. Elliott, Mills & Elliott, Tustin, California; William G. Farrow, 
Gallant, Farrow & Greene, Phoenix; Drew R. Fuller, Fuller and DeLoach, Atlanta; Arthur Greenspan, Arthur 
Greenspan & Company, Beaumont, Texas; Herbert M. Haber, Paneth, Haber & Zimmerman, New York; Frank B.
Hill, Jr., Hill, Flurry & Company, Montgomery, Alabama; Francis A. Humphries, Gamble, Humphries, Givens & 
Moody, Charleston, South Carolina; and James L. Keeler, Keeler, Phibbs & Company, Harrisonburg, Virginia.
Also, Duane W. Kuehl, Brookfield, Wisconsin; Harry M. Linowes, Leopold & Linowes, Washington, D.C.; John 
Charles MacIlwaine, Battelle & Battelle, Dayton; Robert A. Mellin, Hood and Strong, San Francisco; John L.
Ricketts, Stockton Bates & Company, Philadelphia; Mahlon Rubin, Rubin, Brown, Gornstein & Co., St. Louis; Robert
S. Siskin, Siskin, Shapiro & Company, Hartford; Sandra A. Suran, Portland, Oregon; and L. G. Thoreson, Benson 
& McLaughlin, Seattle.
Staffing the section will be David H. Lanman, the Institute’s former director of council and board administration. 
Chairman of the executive committee of the SEC practice section is Walter E. Hanson, Peat, Marwick, Mitchell 
& Co., New York. Other committee members are: Peter R. Scanlon, Coopers & Lybrand, New York; Patrick J.
Meagher, Price Waterhouse & Co., New York; Ivan O. Bull, McGladrey, Hansen, Dunn & Company, Davenport, Iowa; 
George R. Catlett, Arthur Andersen & Co., Chicago; Robert M. Coffman, Elmer Fox, Westheimer & Co., Denver; 
Robert L. Ferst, Laventhol & Horwath, Philadelphia; Ray J. Groves, Ernst & Ernst, Cleveland; Richard S. Hickok, 
Hurdman and Cranstoun, New York; William S. Kanaga, Arthur Young & Company, New York; and Irving B. Kroll, 
Kenneth Leventhal & Company, Los Angeles.
Also, Paul Lambert, Jr., Lambert & Jones, Washington, D.C.; Rholan E. Larson, Larson, Allen, Weishair & Co., 
Minneapolis; Bernard Z. Lee, Seidman & Seidman, Houston; Robert A. Liberty, Moss, Adams & Co., Seattle; 
Archibald E. MacKay, Main Lafrentz & Co., New York; Harry R. Mancher, S. D. Leidesdorf & Co., New York;
William R. Mette, Jr., Alexander Grant & Company, New York; Russell E. Palmer, Jr., Touche Ross & Co., New York; 
Saul S. Silverman, Clarence Rainess & Co., New York; and Charles G. Steele, Haskins & Sells, New York. Staffing 
the committee is Thomas R. Hanley of the Washington office, who has been director of the Institute’s federal 
taxation division.
Future executive committee meetings have been tentatively scheduled as follows: SEC practice section — 
November 30, December 21, January 25 and February 24 (all meetings in New York).
Private companies practice section will meet December 1-2 (New York), January 19-20 (New Orleans), March 
6 (Chicago), April 27-28 (San Francisco), June 22-23 (Washington, D.C.) and September 7-8 (St. Louis).
QUESTIONS AND ANSWERS REGARDING SECTIONS OF FIRMS
Many questions are being asked by members regarding membership in the two sections of the new AICPA division for 
CPA firms. The following are answers by the staff to those questions most frequently asked:
General
1. Q. Is a member’s firm required to be a member of either section of the new division?
A. No. Participation by firms is wholly voluntary and has no effect on membership in the AICPA by 
individual CPAs.
2. Q. If a firm cannot presently decide whether or not to become a member, will it be able to do so at a later date? 
A. Yes. Hundreds of firms have already applied for membership, but some are deferring a decision until further
details are available regarding such matters as dues and the scope and costs of required peer reviews.
3. Q. Will a membership directory be published for the division or its sections?
A. There is no present plan to publish a membership directory. However, a file of the information submitted by 
each member firm to comply with membership requirements will be open for public inspection at the AICPA.
4. Q. Must a firm have SEC clients to join the SEC practice section?
A. No. Some firms with no SEC clients are joining the SEC practice section because they have clients that 
might be required to register with the SEC in the future.
5. Q. What is the reason for requiring information about a firm to be filed with its application for membership?
A. The information is necessary for use in establishing dues, determining compliance with membership
requirements and to meet the needs of the public to know more about individual CPA firms.
6. Q. What are the annual dues for each section?
A. The private companies practice section dues have been set at $5 per CPA employed by a member firm, 
with a $25 minimum and a $100 maximum.
The SEC practice section dues will be established at a meeting on November 30, 1977. It is estimated that 
they will be $10 per professional staff member employed by a member firm.
7. Q. Should dues be paid with the application?
A. No. Dues for both sections will be billed at a later date.
8. Q. Will there be a quality review program available to firms that do not join either section?
A. Yes. The AICPA quality control standards committee is responsible for administering the previously adopted 
voluntary quality control review program which is available to all firms which have individual members 
in the Institute.
Peer Review
9. Q. If a firm is a member of both sections will it be required to have separate peer reviews for each section?
A. No. The firm would be required to meet only the peer review requirements of the SEC practice section. They 
would be accepted as meeting the requirements of the private companies practice section.
10. Q. Who will establish the policies and procedures for conducting and reporting on peer reviews?
A. The peer review committee of each section will be responsible for establishing the policies and procedures 
for conducting and reporting on peer reviews under its section. Profession-wide quality control policies 
and procedures will be established by the Institute’s quality control standards committee.
11. Q. Who will perform peer reviews?
A. It is expected that peer reviews will be performed by firms engaged by the reviewed firm or by review 
panels appointed by the peer review committee of the section.
12. Q. Who will establish the charges for peer reviews and who will pay them?
A. The reviewed firm will pay the costs based upon the fees charged by the reviewing firm (if a firm-on-firm 
review) or per diem rates and expenses established by the peer review committee (if a panel review).
13. Q. Will the costs of peer reviews be excessively burdensome for sole practitioners or small firms?
A. It is expected that the policies and procedures for peer reviews will be designed so that the costs will not 
exceed a reasonable amount in relation to a reviewed firm’s income.
14. Q. What areas of practice will be covered by peer reviews?
A. It is expected that peer reviews will cover both audited and unaudited financial statement engagements.
They will also include a review of a firm’s compliance with the requirements for membership in the section.
15. Q. How soon must a member firm have a peer review?
A. A firm must have a peer review within three years of becoming a member of either section. It is hoped that 
the machinery for administering peer reviews will be in place early in 1978.
Private Companies Practice Section
16. Q. Will this section have a public oversight board?
A. No. The executive committee has decided that it is not necessary at this time.
17. Q. Will consideration be given to changing the CPE requirement to 120 hours over three years rather than 40
hours each year and restricting the requirement to CPAs rather than applying it to all professional staff 
for smaller firms?
A. Yes. The CPE task force of the section will be expected to develop all the necessary details to be followed in 
meeting the CPE requirement. In doing so, it will give recognition to the requirements which have been 
generally adopted by the state boards of accountancy as well as the degree of financial burden involved.
18. Q. How much legal liability insurance will a member firm be required to have?
A. A task force has been appointed to develop a recommended amount. The executive committee will reach 
a decision as soon as it receives a report from the task force.
SEC Practice Section
19. Q. If a firm has, or acquires for the first time, clients required to make filings with the SEC (whether publicly
or privately owned), must it be a member of the section?
A. No. Membership is entirely voluntary. Failure to join the section would not be a proper basis for 
discrimination against the firm.
20. Q. Will small firms be granted relief from the requirements of rotation of audit partners and concurring
reviews on SEC audits?
A. The peer review committee of the section is empowered to grant relief if justified by the circumstances. It is 
expected that recognition will be given to the special problems of smaller firms.
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Three Ethics 
Amendments 
Proposed: Four 
Interpretations 
Exposed
At the Institute’s council meeting in October, mail ballots of the membership were 
approved to seek modification of the present rules of conduct on advertising 
and solicitation (rule 502) and on incompatible occupations (rule 504). Also, a 
ballot would seek repeal of rule 402 which prohibits offers of employment to 
an employee of another public accountant without first informing such account­
ant. The mail ballots are expected to be mailed in late December or early January. 
The text of the proposed new advertising rule is as follows:
Rule 502 — Advertising or Other Forms of Solicitation. “A member shall not seek to 
obtain clients by advertising or other forms of solicitation in a manner that is false, 
misleading or deceptive. The direct uninvited solicitation of a specific potential client is 
prohibited.”
Also, the following draft interpretations of the proposed advertising rule have 
been issued for exposure, subject to approval of the new rule by mail ballot:
Interpretation 502-1 — Informational Advertising. Advertising that is informative and 
objective is permitted. Such advertising should be in good taste and be professionally 
dignified. There are no restrictions on the type of advertising or media, frequency of 
placement, size, art work or type style. Some examples of informative and objective 
content are:
1. Information about the member and the member’s firm such as:
a. Name, addresses, telephone numbers, number of partners, shareholders or 
employees, office hours, foreign language competence and date the firm was 
established.
b. Services offered and fees for such services, including hourly rates and fixed fees.
c. Educational and professional attainments, including date and place of certifica­
tions, schools attended, dates of graduation, degrees received and memberships 
in professional associations.
2. Statements of policy or position made by a member or a member’s firm related to 
the practice of public accounting or addressed to a subject of public interest.
Interpretation 502-2 — False, Misleading or Deceptive Acts. Advertising or other 
forms of solicitation that are false, misleading, or deceptive are not in the public interest 
and are prohibited. Such activities include those that:
1. Create false or unjustified expectations of favorable results;
2. Imply the ability to influence any court, tribunal, regulatory agency or similar body 
or official;
3. Consist of statements that are self-laudatory which are not based on verifiable facts;
4. Make incomplete comparisons with other CPAs;
5. Contain testimonials or endorsements;
6. Contain any other representations that would be likely to cause a reasonable person 
to misunderstand or be deceived.
Interpretation 502-3 — Other Forms of Solicitation. CPAs may engage in a variety 
of activities to enhance their reputations and professional stature with the objective of 
expanding their clientele. Such indirect forms of solicitation, which include giving 
speeches, conducting seminars, distributing professional literature and writing articles 
and books, are considered to be in the public interest and are permitted. However, 
a direct uninvited approach by a member seeking to render services to a specific poten­
tial client is prohibited because such activity tends to promote exaggerated and unsup­
ported claims and the use of misleading and deceptive sales techniques. Such approaches 
are not susceptible to monitoring, verification or control by the profession.
Interpretation 502-4 — Self-designation as Expert or Specialist. Claiming to be an 
expert or specialist is prohibited because an AICPA program with methods for recog­
nizing competence in specialized fields has not been developed and self-designations 
would be likely to cause misunderstanding or deception. A member or a member’s firm 
may indicate the services offered but may not state that the practice is limited to one 
or more types of service.
Comments on the interpretations should be sent to the Institute’s professional 
ethics division by November 28.
Rule 504 would be amended to read as follows:
“A member who is engaged in the practice of public accounting shall not con­
currently engage in any business or occupation which would create a conflict of interest 
in rendering professional services.”
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Two Named to FASB David Mosso, fiscal assistant secretary of the Department of the Treasury and
Robert A. Morgan, controller of the Caterpillar Tractor Co., have been appointed 
to five-year terms on the Financial Accounting Standards Board. Mr. Mosso’s 
appointment is effective January 1 and Mr. Morgan’s term starts February 1.
One vacancy remains on the board, which is expected to be filled by year-end.
Washington Briefs The Institute will sponsor the fifth national conference on current SEC develop­
ments January 4-5 at the Capital Hilton Hotel in Washington, D.C. Speakers 
include SEC Chairman Harold M. Williams and the acting Chief Accountant of the 
SEC, A. Clarence Sampson. For further information, contact the Institute’s 
meetings department.
“Brief Questions and Answers About Certified Public Accountants,” a recently 
updated booklet describing the CPA profession and public practice, is available 
free from the Institute’s legislative reference service for distribution to state 
legislators.
The IRS has raised the standard mileage deduction for the use of personal cars 
for business travel from 15 cents to 17 cents for the first 15,000 miles of business 
travel. Mileage rates in excess of 15,000 miles and rates for charitable, medical 
and moving expense purposes remain unchanged.
The IRS recently issued nine rulings affecting the use of tax shelters. The rulings 
deal particularly with timber royalties, federal land leasing, master recordings, 
movie syndications, road building and tax-sheltered trusts.
Representative John E. Moss (D-Cal.), chairman of the House Subcommittee on 
Oversight and Investigation, said recently that he will delay until late January 
scheduled hearings on the accounting profession, originally set for fall. Speaking 
in Wisconsin, the congressman discussed several aspects of the AICPA’s plan 
for organizational and structural changes which was recently approved by 
council in September. For information, see the December Journal o f Accountancy.
The SEC has released a new compilation of Accounting Series Releases to no.
195. The reprint is available through the Superintendent of Documents, GPO, 
Washington, D.C. 20402, at $7.25 per copy (S/N 046-000-00111-7).
The IRS has established a telephone assistance program designed to help 
employers with pension plan termination-related problems. The number is 
(202) 566-4300 from 8:30 a.m. to 4:30 p.m. EST.
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Metcalf Report 
Calls for Prompt 
Private Sector 
Action
Five CPAs Added 
to Small Business 
Advisory Group
The CPA Letter
A Semimonthly News Report Published by the AICPA
Accounting and auditing standards relating to publicly held companies should be 
set by the accounting profession with close oversight by the SEC. This is the 
thrust of the report of the subcommittee on reports, accounting and management 
of the Senate Committee on Governmental Affairs. The subcommittee, chaired 
by Senator Lee Metcalf (D-Mont.), has no immediate plans for new legislation 
but will hold hearings in 1978 to determine the extent to which its recommenda­
tions have been carried out.
Heading the list of recommendations is the establishment of a self-regulatory 
organization with disciplinary powers similar to those of the New York Stock 
Exchange or the National Association of Securities Dealers. All firms that audit 
publicly held companies would be required to join and meet the organization’s 
performance and behavioral standards. A quality review program would be 
an essential element. The SEC would have an oversight role to evaluate and 
determine whether the standards and policies meet established public policies.
The following are among the subcommittee’s other recommendations:
□  Broaden the basis for representation on standard-setting bodies to include 
members from small businesses and accounting firms.
□  Require all firms with publicly held clients to disclose financial data and 
important operating information.
□  Require that the profession or the SEC mandate corporate audit committees 
composed of outside directors.
□  Limit management advisory services by accounting firms to areas directly 
related to accounting. The report states that these related activities “are 
confined to the limited area of providing certain computer and systems 
analyses that are necessary for improving internal control procedures of 
corporations.”
□  End artificial professional restrictions against advertising and talking with 
another firm’s clients. Also, employment offers to employees of other firms 
should be permitted without first consulting with the present employers.
□  Auditors should be liable to private parties who suffer damages as a result of 
the auditors’ negligence.
□  Rotate personnel assigned to a specific audit within an accounting firm, 
pending more study by the profession and the SEC on the desirability of the 
rotation of firms among publicly held corporations.
Copies of the 25-page report will be available about December 1 from the 
Government Printing Office, Washington, D.C. 20402, at $1.25 each. Publication 
number is 052-070-04320-4.
Five CPAs have been named to the Secretary of the Treasury’s 25-member Small 
Business Advisory Committee. The group’s objective is to advise the Secretary 
on certain economic issues affecting the small business community — such as 
capital formation, tax policy, tax administration and governmental regulation.
The new members are: Walton E. Bell III, Washington, D.C.; Bruce G. 
Fielding, Mountain View, California; Vincent M. Panichi, Cleveland; Edward H. 
Pendergast, Boston; and John A. Zerbel, Milwaukee.
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SEC Issues 
Interpretation on 
Mineral Resources
The Securities and Exchange Commission has issued Staff Accounting Bulletin 
no. 18 concerning the data to be disclosed for mineral resource assets employed 
in mining operations by companies subject to the replacement cost disclosure 
rule. Disclosure requirements include the following:
□  Replacement cost data dealing with buildings, machinery and equipment used 
in mining operations.
□  The amount of costs incurred currently in the acquisition, exploration and 
development of mineral properties accompanied by an explanation of
the effects of incurring such costs on the financial statements and a further 
description of the impact of changing costs of such activities.
The disclosures of such information are required beginning in financial 
statements covering fiscal years ending on or after December 25, 1977.
Ethics Interpretation 
on Independence 
and Litigation 
Is Approved
The AICPA’s professional ethics executive committee has approved a new 
interpretation of the independence rule: “The Effect of Actual or Threatened 
Litigation on Independence” (101-6).
The interpretation cites the reasons why independence may be impaired 
when the auditor and a client company or its management are in threatened or 
actual positions of material adverse interests because of actual or threatened 
litigation. The following circumstances are set forth as impairing independence:
□  Commencement of litigation by the present management alleging deficiencies 
in audit work for the client.
□  Commencement of litigation by the auditor against the present management 
alleging management fraud or deceit.
□  An expressed intention by present management to commence litigation against 
the auditor alleging deficiencies in audit work, if the auditor concludes 
that there is a strong possibility that such a claim will be filed.
Litigation not related to audit work that is not material in amount to the 
auditing firm or the client’s financial statements would not usually be considered 
to impair independence.
The interpretation also offers guidelines to identify the points at which 
independence may be impaired in “primary litigation” and in those situations 
where cross-claims or other types of third party litigation may be filed.
The complete text will appear in the January Journal o f Accountancy.
State and Local 
Government Guide 
May Be Amended
The Institute’s accounting standards division has issued a statement of position 
which proposes changes in the AICPA Industry Audit Guide on Audits o f State 
and Local Governmental Units. It was prepared for FASB consideration.
The paper deals with certain aspects of accounting for interfund transfers 
and is essentially the same as the exposure draft issued last January (see 
February 14 Letter). Basically, the statement would broaden the types of funds 
covered by the third category of interfund transfers cited in the audit guide. 
Currently, this category is limited to recurring annual transfers between two or 
more budgetary funds, but under this proposal, the category would be broadened 
to include transfers between funds other than budgetary funds, particularly 
transfers between a general or special revenue fund and an enterprise fund.
Copies of the statement, “Accounting for Interfund Transfers of State and 
Local Governmental Units,” are available at $1.50 from the order department.
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IASC Approves 
Standard; Three 
Exposure Drafts
New Disability 
Income Plan 
Offered
Hospital Audit 
Guide Amendment 
Indefinitely Delayed
FASB Reaffirms 
Position on 
Pension Draft
At its meeting last month, the International Accounting Standards Committee 
approved for publication International Accounting Standard no. 8, “Unusual and 
Prior Period Items and Changes in Accounting Policies.” The new standard 
deals with the treatment in the income statement of unusual items, prior period 
items and changes in accounting policies and estimates.
After translation and printing, copies of the standard are expected to be 
available by March 1.
Also, at the meeting, the IASC approved for publication the following 
exposure drafts:
□  E ll, “Accounting for Foreign Transactions and Translations of Foreign 
Financial Statements,” which deals with financial accounting for and reporting 
of transactions in foreign currencies in the financial statements of reporting 
concerns.
□  E12, “Accounting for Construction Costs.”
Copies of these two exposure drafts, on which comments are due by April 28, 
are available from the Institute’s international practice division.
□  E13, “Accounting for Taxes on Income,” which deals with accounting for 
taxes in the financial statements of reporting entities.
After translation and printing, copies of E13 are expected to be available 
about April 1. Comments are due by September 15, 1978.
A new AICPA-sponsored long term disability income plan will become available 
January 1, 1978. For eligible CPAs desiring coverage under the plan, it is 
important to act promptly and before January 1, 1978.
The new long term disability income plan is available to individual members 
of the Institute who are eligible — CPAs in public practice, private industry, 
government, education or elsewhere. Special features of the plan include
□  Monthly disability income benefit payments that range from $500 to $3,000 
for total disabilities caused by either sickness or accident.
□  Disability income benefits may be paid for life after a 26 week waiting 
(elimination) period if disability was incurred before age 50 (payments up to 
age 65 if incurred at or over age 50).
□  A voluntary rehabilitation program under which the insured CPA may return 
to work while receiving monthly disability income benefits in reduced 
amounts. The program also includes provision for the payment of approved 
rehabilitation training and education expenses.
Invitations and descriptive literature concerning the new long term disability 
income plan were mailed recently. Any member of the American Institute who 
did not receive the brochures or who desires additional information should 
write or call the Plan Agent: RBH/Reid & Carr, Inc., 605 Third Avenue, New 
York, New York 10016 (212-661-9000).
“Accounting by Hospitals for Certain Marketable Equity Securities,” a statement 
of position proposing changes to the AICPA Hospital Audit Guide, has been 
indefinitely delayed. Slated to be issued in mid-October (see October 10 Letter), 
the paper has gone back to the Institute’s accounting standards division for 
further revision.
In its initial deliberations of the comments received in response to its exposure 
draft on “Accounting and Reporting for Defined Benefit Pension Plans,” the 
FASB has reaffirmed a fundamental conclusion expressed in that proposal — that 
fund reporting alone is insufficient if a financial report is intended to convey 
the financial status of a pension plan.
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Washington Briefs The Securities and Exchange Commission’s advisory committee on corporate 
disclosure recently issued its final report. As expected, the committee said the 
SEC’s current system of corporate disclosure is “essentially sound” and recom­
mended only limited modification. Copies are expected to be available from 
the Government Printing Office, Washington, D.C. 20402, shortly.
Harold M. Williams, SEC chairman, stated that he favors the development of an 
accounting system aimed at accurately disclosing the effect of inflation on 
corporate earnings. While refusing to endorse a specific method, he warned that 
reliance on a method that fails to reflect the impact of inflation “would seriously 
handicap” corporate efficiency, expansion and relations with the federal 
government.
Senator Harrison Williams, Jr., (D-N.J.) has introduced legislation that would 
broaden small businesses’ exemption from the SEC’s stock registration require­
ments. Currently, a company must register with the SEC and file a prospectus 
if the offering is more than $500,000. This bill would raise the level to $2.5 million.
Legislation to expand the opportunities for small firms to receive federal con­
tracts and to simplify the contract procedures for small businesses has been 
introduced by Senator Gaylord Nelson (D-Wis.), chairman of the Small Business 
Committee. Among other items, the bill would require the government to award 
all contracts of less than $10,000 to small firms, if they meet the contract terms.
The IRS recently announced that, effective with the quarter beginning January 1, 
employers will no longer be required to file Schedule A of Form 941, Employer’s 
Quarterly Federal Tax Return, and Schedule A of Form 943, Employer’s 
Annual Tax Return for Agricultural Employees. In Information Release 1903, 
the IRS said the paperwork reduction for all employers would be achieved by 
including the quarterly earnings information on Form W-2.
The SEC has adopted new rules which conform its lease accounting and dis­
closure requirements to those standards that were adopted by the Financial 
Accounting Standards Board in its Statement no. 13.
“Statistics o f Income — 1974, Business Income Tax Returns: Sole Proprietorships 
and Partnerships," a report by the Treasury Department, is now available. The 
report classifies business income, expenses and profits by industry and size of 
business receipts. Copies of the report (IRS Pub 438) may be obtained for $4 
each from the Government Printing Office, Washington, D.C. 20402.
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The Financial Accounting Standards Board has issued Statement no. 17, which 
amends the term, “initial direct costs,” and Statement no. 18, which eliminates 
disclosure of segment information in interim period financial statements.
Statement no. 17, which amends Statement no. 13, “Accounting for Leases,” 
affects accounting by lessors only. It defines initial direct costs as “those costs 
incurred by the lessor that are directly associated with negotiating and consum­
mating completed leasing transactions.” Included in these costs, but not neces­
sarily limited to them, are commissions, legal fees, costs of credit investigations, 
and costs of preparing and processing documents for new leases acquired. Also 
included are that portion of a salesperson’s compensation, other than commis­
sions, and the compensation of other employees that is applicable to the time 
spent in these specific activities. Effective date is January 1, 1978.
Statement no. 18 amends Statement no. 14, “Financial Reporting for Seg­
ments of a Business Enterprise.” Statement no. 14 had required the disclosure of 
segment information in complete sets of interim period financial statements 
that are expressly described as presenting financial position, results of operations 
and changes in financial position in conformity with generally accepted account­
ing principles. Disclosure was not required in other interim financial statements. 
The board, in the new statement, has decided to eliminate any requirement to 
report the information specified in Statement no. 14 in interim financial state­
ments pending completion of the interim reporting project now on its agenda.
The amendment is effective December 1, 1977, retroactive to fiscal years 
beginning after December 15, 1976, the effective date of Statement no. 14.
Copies of the new statements are available at $1.50 each from the Publica­
tions Division, FASB, High Ridge Park, Stamford, Conn. 06905.
In Statement no. 19, just issued by the FASB, the board has affirmed its con­
clusion, announced in July, that oil and gas producing companies are required to 
follow a form of the “successful efforts” method of accounting for costs incurred 
in searching for and developing oil and gas reserves.
A change from the exposure draft is the treatment of stratigraphic test wells. 
They are now to be treated like ordinary exploratory and development wells. 
The effective date is for the fiscal years starting after December 15, 1978, to be 
applied retroactively by restating prior periods.
The FASB has issued an interpretation of APB Opinion no. 20, which clarifies. 
the reporting of accounting changes under AICPA statements of position.
“For the purposes of applying APB Opinion no. 20,” states the interpretation, 
“an enterprise making a change in accounting principle to conform with the 
recommendations of an AICPA statement of position shall report the change as 
specified in the statement. If an AICPA statement of position does not specify the 
manner of reporting a change in accounting principle to conform with its 
recommendations, an enterprise making a change in accounting principle to con­
form with the recommendations of the statement shall report the change as 
specified by APB Opinion no. 20.”
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The FASB has added a project to its technical agenda which involves the study 
of the effects of price or rate regulation on accounting for regulated industries, 
The primary objective of the project is to determine the appropriate application of 
definitions of elements of financial statements in the circumstances where selling 
prices are regulated by external authorities.
Chairman of the task force is William D. Hall of Arthur Andersen & Co.
“Census” Taken on 
AICPA Policy- 
Making Bodies
In the course of responding to congressional concerns as to the nature of control 
of the AICPA, the Institute has compiled some statistics on the makeup of its 
policy-making bodies — the council and the board of directors.
As for the board of directors, the analysis shows that of the 16 volunteer 
members, 5 come from “Big Eight” firms, 4 from firms with 50 or more AICPA 
members; 5 from firms having fewer than 50 AICPA members; and 1 each from 
industry and education.
With respect to the council, which comprises 253 members, the following 
table indicates that the largest single group consists of 112 members, 44 percent, 
from firms with fewer than 50 members:
Member Affiliation Number Percent of Council
Eight largest firms 70 28
Other firms with 50 or 
more AICPA members 43 17
Firms having fewer than 
50 members 112 44
Industry 4 2
Government 2
Education 3 1
Retired 19 8
253 100
In a letter to AICPA members, which appears in the December Journal of 
Accountancy, Wallace E. Olson, AICPA president, writes: “These statistics 
clearly demonstrate that neither the Big Eight (nor, for that matter, any other 
single segment) controls the Institute.”
The following new task forces have been established by the Institute’s accounting 
standards division:
□  Task Force on Involuntary Conversions — This group’s objective is to develop 
standards of accounting to reduce the number of alternatives presently 
available, and to establish tax allocation procedures for involuntary conver­
sions. The chairman is Michael P. Bohan, Touche Ross & Co., New York.
□  Task Force on Criteria for Rule 203 Exceptions — This task force is charged 
with studying the feasibility of developing criteria for determining when the 
result of applying FASB pronouncements may be misleading due to unusual 
circumstances. Chairing the group is Lavern O. Johnson, Main Lafrentz & Co., 
New York.
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AcSEC Issues Draft 
on Cable Television 
Companies
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Refundings of Debt
AICPA Member 
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Annual AICPA 
Corporate Survey 
Available
The Institute’s accounting standards executive committee has issued an exposure 
draft of a proposed statement of position, “Accounting by Cable Television 
Companies.”
The proposed SOP describes cable television companies’ current specialized 
accounting practices and expresses the belief that a clarification and a narrow­
ing of alternative accounting practices is needed within the industry.
Among its conclusions, the draft notes that there are certain costs in addi­
tion to material, direct labor and construction overhead that are related to 
construction, and that these related costs “should continue to be capitalized 
during the prematurity period.” Furthermore, the paper concludes that the most 
appropriate allocation of capitalized plant “would result from a computation of 
depreciation on the basis of total subscriber months over the life of a system.”
Comments are due by January 31, 1978. Copies of the draft are available 
from the Institute’s order department. Also, a public hearing is set for January 31, 
1978. Those wishing to present comments should contact Paul Rosenfield at the 
AICPA by January 17.
AcSEC also plans to issue an exposure draft of a proposed statement of position, 
“Accounting for Advanced Refunding of Debt” in mid-December. The draft 
notes that a refunding of debt is “the replacement of old debt with new debt and 
takes place to obtain a perceived economic advantage.”
The paper discusses three methods that are used to achieve advance refund­
ing of debt: net advance refunding, full cash advance refunding, and crossover 
advance refunding. An appendix is included which illustrates each of the methods 
and the appropriate accounting.
AcSEC proposes guidance for the following:
□  The timing of income statement recognition of a gain or loss from an advance 
refunding.
O  When the refunded debt, the refunding debt or both should be included in 
the balance sheet.
□  The method of income statement recognition for interest related to the debts.
Comments are due 60 days after issuance. Copies of the exposure draft are 
available from the Institute’s order department.
The Institute’s bylaws provide that any member convicted of a crime defined as 
a felony under the law of the convicting jurisdiction shall have his membership 
terminated upon the filing of a final judgment of conviction with the secretary of 
the Institute.
On November 2, 1977, Marvin F. Rosenbaum of New York City was notified 
by the secretary that his Institute membership had been terminated. The 
termination followed receipt of a judgment of conviction on the member’s plea of 
guilty of willfully and knowingly filing a false report with the Securities and 
Exchange Commission and of conspiracy to commit the felony.
Accounting Trends and Techniques — 1977 is the updated guide which presents 
a survey of accounting practices followed in 600 stockholder reports for fiscal 
years that ended in 1976 and early 1977.
Virtually all elements have been analyzed to show how different forms, 
techniques and terminology are used in current corporate financial statements 
and auditors’ reports. Comparative tables are presented and numerous examples 
are included. Price is $30; $24 to members. It is available from the Institute’s 
order department.
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Washington Briefs The 1977 “Package X,” information copies of federal income tax forms for
practitioners, is now available. The package includes the new Form 1040A and 
certain changes in the tax law affecting the filing of 1977 returns. It may be 
obtained at $4.25 per copy from the Government Printing Office, Washington, 
D.C. 20402.
The Treasury Department has issued final regulations affecting tax return 
preparers. In Document 40-1, the IRS, among other items, requires that an indi­
vidual’s manually signed signature be provided “as a record of the individual who 
is actually responsible for the overall accuracy of the document.”
In IR 1908, the IRS has said it will substantially revise the adjusted basis 
question on Schedule K of the 1977 Form 1065. The question on adjusted basis 
is to be replaced on Schedule K-1 by several questions on the partner’s share of 
liabilities and capital.
The Securities and Exchange Commission has proposed regulations requiring 
companies going private to disclose their plans in advance in order to protect 
minority shareholders. The proposal would subject companies to the antifraud 
provisions of federal securities laws if certain standards of “fairness” to minority 
shareholders aren’t met. Comments are due by January 31, 1978.
The IRS announced recently that in connection with its controversial “11 Ques­
tions” program, independent CPAs will no longer have to attest to the affidavits 
of corporate officials and key employees. The IRS added that eliminating the 
attestation requirement doesn’t preclude asking a selected managing partner the
11 questions or any other questions relating to the taxpayer under audit.
“Computer Auditing in the Executive Departments: Not Enough Is Being Done,” 
a General Accounting Office report, is now available. The report urges audits 
to be instigated in the following areas: systems design and development, equip­
ment acquisition, specific applications and installation management. Copies of 
the report (FGMSD-77-82) may be obtained by contacting the GAO Reports 
Department, Washington, D.C. 20548 (202/275-6241).
The Treasury Department recently issued the second prototype financial report 
containing illustrative financial statements of the federal government compiled on 
the accrual basis. For further information and a copy of the report, contact the 
Treasury Department (202/566-2041).
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The Securities and Exchange Commission has, for the first time, proposed rules 
defining the circumstances in which an accountant involved in litigation will not 
be considered independent from his client. Previously, the SEC had made 
determinations on the independence of accountants involved in litigation on a 
case-by-case basis.
The SEC’s proposals, in Release no. 33-5888, cover the same questions the 
professional ethics division covers in its interpretation of the independence 
rule 101-6, The Effect o f Actual or Threatened Litigation on Independence (see 
November 28 Letter). However, a major difference is that under the SEC’s 
proposals, litigation which is not related to audit work wouldn’t usually be con­
sidered to impair independence unless the amount in controversy is material 
in relation to the audit fee. On this precise question, the AICPA interpretation 
states that such litigation doesn’t impair independence unless the amount in 
controversy is material to the auditing firm or the client’s financial statements. 
Comments are due by January 31, 1978.
Also, the SEC issued Accounting Series Release 234, which contains informa­
tion on interpretations, guidelines and administrative determinations relating 
to its rules, particularly Rule 2-01 of Regulation S-X.
The staff of the Institute’s auditing standards division has issued an interpretation 
on The Effect o f FASB Statement no. 13 on Consistency (FASB Statement 
no. 13 doesn’t require retroactive restatement until fiscal years beginning after 
December 31, 1980).
Among other items, the interpretation states that “if there is a material effect 
on the financial statements in the first year that leases entered into on or after 
January 1 ,  1977, are accounted for in conformity with FASB Statement no. 13, 
the auditor should give recognition in his report to the inconsistency.” The inter­
pretation also includes guidance as to the auditor’s report in subsequent years.
The text of the interpretation will appear in the January Journal o f 
Accountancy. Copies are also available on written request from the Institute’s 
auditing standards division.
The Institute’s accounting standards division has issued an exposure draft of a 
proposed statement of position, Accounting Practices o f Real Estate Investment 
Trusts.
The paper notes that Statement of Position 75-2, Accounting Practices 
o f Real Estate Investment Trusts is inconsistent with certain provisions of 
Statement of Financial Accounting Standards no. 15, Accounting by Debtors and 
Creditors for Troubled Debt Restructurings, which was issued by the Financial 
Accounting Standards Board last June. The division believes that SOP 75-2 
should be amended accordingly and appropriate wording is proposed.
Comments are due by January 20, 1978. Copies of the draft are available 
from the Institute’s order department.
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FASB Issues Three 
Proposals on 
Accounting for 
Leases
The Financial Accounting Standards Board has issued an exposure draft of three 
pronouncements that would amend FASB Statement no. 13, Accounting for 
Leases. The proposals deal with the following areas:
□  Inception of the Lease.
□  Changes in the Provisions of Lease Agreements Resulting from Refundings of 
Tax Exempt Debt.
□  Accounting for Leases in a Business Combination (an Interpretation).
If adopted, the pronouncements will be effective May 1, 1978.
...Adds Two Tax 
Accounting 
Interpretations 
to Agenda
The FASB has added two tax accounting interpretations to its agenda: one dealing 
with APB Opinions 11 and 23; the other with accounting for an unused 
investment tax credit.
APB Opinion 23 identifies four areas in which provision for deferred income 
taxes need not be made because the timing difference to which the deferred 
taxes relate will not reverse until indefinite future periods, if at all. The proposal 
would prohibit companies from applying the indefinite reversal concept of the 
opinion beyond the four identified areas.
The proposed interpretation on unused investment tax credits would require, 
among other things, that an enterprise recognize an investment tax credit 
only to the extent that the credit either has been realized by an offset to federal 
income tax liability or would have been realized in the current period but was not 
because of the effects of timing differences.
. . .  and FAF 
Announces Two 
Executive 
Appointments
Paul Kolton, chairman and chief executive officer of the American Stock 
Exchange, has been named chairman of the Financial Accounting Standards 
Advisory Council, effective January 1. John W. March, a senior partner of 
Arthur Andersen & Co., has been appointed to the FASB, effective January 10.
CPE Establishes 
Two Tax Programs
The Institute’s CPE division has set the following two conferences:
□  The first annual AICPA family tax and estate planning conference will be held 
July 10-14 at Lincolnshire Resort in Illinois. The conference will focus on
the financial, tax and administrative aspects of estate planning. Topics to be 
covered include: unified credit and marital deduction, tax and financial 
review of documents, after-death planning and generation-skipping transfers. 
Registration fee is $250. Registrants should have attained a supervisory 
level in practice, attended certain basic estate planning courses or had 
extensive experience in the field.
□  The second annual AICPA-University of Michigan tax education program will 
be held July 16 to August 12 at the University of Michigan. The first part
will include tax research, basic tax concepts, practice before the IRS and 
introduction to Subchapter C and Subchapter S corporations. The second half 
will include partnerships, advanced Subchapter C, introduction to estate 
and gift taxation and income taxation of fiduciaries. The fee is $600 for one 
week; $1000 for two weeks (a double discount for registrations received 
before February 15 and regular discount for those received before May 15). 
For information on both programs, contact Herbert Finkston at the AICPA.
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
NOTICE OF PUBLIC HEARING 
Study on the Structure of the AICPA’s Auditing Standards Setting Body
General Information
The Board of Directors of the American Institute of Certified Public Accountants has appointed a special 
committee to study the structure of its auditing standards setting body. The Committee was appointed to consider 
the tentative recommendations of the Commission on Auditors’ Responsibilities with respect to the process of 
establishing auditing standards. The Commission recommended that the present Auditing Standards Executive 
Committee of the AICPA be replaced by a smaller, full-time paid group within the AICPA.
The Committee solicits the views of all persons interested in this subject, and for this purpose, will hold a 
public hearing in accordance with the detailed particulars set forth below. All interested persons are invited.
Detailed Information
Date: Thursday and (if needed) Friday, February 2-3, 1978.
Time: 10:00 a.m. to 5:00 p.m. each day.
Place: Offices of the American Institute of Certified Public Accountants, 1211 Avenue of the Americas 
(5th Floor) New York City.
Purpose: To provide an opportunity for the Special Committee to hear (either in writing, or both in writing 
and orally) from those who are interested in this subject and who wish to present views critical of, or in support 
of the existing or suggested alternative procedures whereby auditing standards are presently established.
Alternatives to the present structure of AudSEC have been suggested to the Special Committee for its con­
sideration, and in this connection certain major questions regarding the setting of auditing standards have been 
raised. The views of interested parties are being sought to aid the Special Committee in evaluating the merits of 
these suggested alternatives and in responding to questions which have been raised. The alternatives and questions 
are presented on the reverse side.
Requests to Participate: Individuals or groups wishing to participate should notify Mr. Thomas R. Hanley, 
American Institute of Certified Public Accountants, 1211 Avenue of the Americas, New York, New York 10036, 
in writing not later than January 16, 1978 indicating whether (a) they plan to submit a written statement and 
(b) they wish to make an oral presentation.
Written Statements: The Special Committee strongly urges participants to provide the Committee with a written 
statement of their views. All such statements will be a part of the public record of the hearing. Written state­
ments may be submitted without requesting time for oral statements. All written statements will receive the careful 
attention of the Study Committee.
Written statements should be submitted (10 copies) by January 23, 1978. Copies of such statements will be 
available for inspection at the AICPA offices. The Special Committee cannot undertake to distribute copies among 
participants. However, the Committee will, on request, supply the names and addresses of those who have 
indicated an intention to participate. Participants may, of course, bring extra copies of their statements to the 
hearing for distribution.
Oral Presentations: It would be extremely helpful to the Special Committee to have a written statement 
in advance from any person or groups who desire to make an oral presentation at the hearing, and it urges that this 
be done. In general, oral presentations should be limited to summation or elaboration of such statement, or 
comment on statements (written or oral) of other participants. Oral presentation should not be used to read written 
statements into the record — it can be presumed that the Special Committee will previously have read them.
The Special Committee will allot time to each participant. The amount of time allotted will depend at least in 
part on the number of persons who request time for oral presentations and the extent of elaboration on the 
written statements, summation and rebuttal the Committee believes will be helpful to it.
A record of the proceedings will be made. Transcripts will be made available to interested parties upon 
payment of a reasonable fee designed to cover costs.
Members of the Special Committee are: Walter J. Oliphant, Chairman, Ivan O. Bull, Philip L. Defliese, Samuel 
A. Derieux, and Louis M. Kessler.
Further Information
All communications relating to the hearing should be addressed to the Administrative Secretary of the 
Committee:
Mr. Thomas R. Hanley (Department A)
American Institute of Certified Public Accountants 
1211 Avenue of the Americas 
New York, New York 10036
SUGGESTED ALTERNATIVES
Full-Time Paid Board — Membership would consist of not more than seven people. The background and 
experience of the overwhelming majority would be that of auditors from the practicing profession. Terms of office 
would be for perhaps three or four years, and probably with some maximum term of service. Terms would be 
scheduled to expire on a staggered basis.
Compensation would be set at levels high enough to attract members with skills and experience comparable to 
those who now serve on AudSEC. Funding would come from the AICPA general budget.
A member would be expected to sever all ties (could take a leave of absence) from his former firm. His personal 
investments need not be restricted in any way. He would not be prohibited from returning to the practice of 
public accounting, possibly to his former firm, after completing service on the board.
Members would be appointed by the Chairman of the AICPA, with approval by the Board of Directors. An 
advisory group, including people representing audit users, would advise on each appointment.
Smaller Volunteer Board: An alternative to the full-time board recommended by the Commission on Auditors’ 
Responsibilities is an all volunteer board reduced in size from the present 21 members to 15 or fewer members.
In order to obtain broad representation on the smaller board, representation of the eight largest accounting firms 
would be rotated. The meetings would be open to the public so that all firms and other interested parties could 
observe and be kept informed of the activities of the board. Under this proposal, an auditing standard would be 
adopted by a majority vote rather than the present requirement of two-thirds.
Smaller Volunteer Board With Full-Time Chairman: A smaller part-time volunteer board (not to exceed 15) 
chaired by a full-time well-compensated chairman with the experience, stature and leadership capable of providing 
the innovative direction required to achieve the objectives of a professional standard-setting body.
In connection with each of the above, it should be assumed that appropriate technical staff would be provided 
to support operations at peak efficiency. Further, consideration might be given to the establishment of an 
Advisory Board which would serve as a sounding board, would give advice on priorities, would react to proposed 
statements and would be a source of suggestions on matters of public interest which should be considered.
MAJOR QUESTIONS
1. Does the performance of the present Auditing Standards Executive Committee seem to have been deficient?
If so, in what respect? What kind of improvements should be made in the areas of structure and procedure?
2. By what process should the audit standard setting body members, either full-time or part-time, be selected? At 
present, firms and others nominate potential members, the AICPA staff reviews the list of individuals nominated 
to ascertain which nominees seem best qualified, and the AICPA chairman with the concurrence of the Board of 
Directors makes the appointments. Should outsiders, possibly underwriters, bankers, governmental officials, 
security lawyers, academics and others participate in the selection? Should such participation be direct or should 
it be advisory?
3. Financial statement users outside the profession have an interest in the results of auditors’ work. To what extent 
should they be involved in determining and interpreting standards by which audits are performed? What should
be the background and experience of people who serve on the audit standard setting body? Should all, an over­
whelming majority, a small majority or a minority consist of members appointed from professional practice? Should 
an academic be included, perhaps to emphasize theory? Should a financial executive or an internal auditor be 
included, perhaps to ascertain that the cost/benefit of revised standards is considered? Should an attorney be 
included, perhaps to ascertain that legal ambiguities are minimized? Others for different reasons?
4. The Commission on Auditors’ Responsibilities suggested that full-time board members need not be prohibited 
from returning to public accounting practice. Should a full-time paid member or chairman sever all ties with
his former firm? Could he return to his former firm without undue criticism about a “revolving door”?
5. To what extent would an advisory group help assure better standards? Would such a role be more important for 
a small full-time board than for a larger board of part-time members? If an advisory board is recommended,
what should be its size and composition?
6. If you believe changes are necessary to improve performance or overcome perceived deficiencies in the existing 
structure, would you recommend:
1. A smaller all-volunteer board of ______ members.
2. Full-time board o f__:---- — members.
3. Full-time chairman with volunteer board o f---------- members.
4. Other:
Compared to the present structure, could this type of board you recommend reasonably be expected to:
• Recognize emerging problems as quickly?
• Acquire more input from interested parties before issuing a statement?
• Perform more research?
• Draft statements that are not ambiguous?
• Draft statements that are more acceptable to the practicing profession? to regulatory agencies? to other users 
of audited financial statements?
• Complete a statement sooner, once it has been started?
• Be more sensitive to cost effectiveness concerns about audits?
• Be more sensitive about increasing auditors’ responsibilities?
Regardless of your recommendation concerning the structure of the board, should the terms of service be 
longer or shorter than the present normal three years?
7. It is essential that the standard setting body be composed of individuals whose qualifications are as high as those 
of the people who have served on AudSEC. Would this type of person be likely to accept appointment on the 
standard setting body under the structure you have recommended?
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The Institute of Internal Auditors has released an exposure draft of the first set of 
standards for the professional practice of internal auditing. The scope of internal 
auditing stated in the proposals is broad and comprehensive, ranging from 
auditing financial records to determining the degree to which the operating 
objectives of a business have been achieved, said Roger Carolus, chairman of the 
IIA professional standards and responsibilities committee.
The standards are expected to be adopted by the IIA’s membership by 
next June, said the IIA.
Copies of the proposal have been distributed to IIA members, members of 
Congress, various government agencies and representatives of major stock 
exchanges. Copies are also available from the IIA, 249 Maitland Ave., Altamonte 
Springs, Florida 32701.
AICPA MEETINGS SUBSCRIPTION SERVICE
Starting in January 1978, meetings of AICPA standards-setting committees will be open 
to the public (see November 14 Letter.) In this connection, a new advance information 
subscription service is now being made available to AICPA members and other 
interested individuals.
Subscribers to this AICPA Meetings Subscription Service will receive — via 
first class mail — advance copies of materials relating to all meetings of the Accounting 
Standards Executive Committee, Auditing Standards Executive Committee,
Accounting and Review Services Committee and Quality Control Standards Committee 
open to the public.
An estimated total of 20-30 meetings will be held by these committees in the 
course of a year. In advance of each of these meetings, subscribers will receive copies 
of the following materials . . .
■ Meeting Agenda ■ Drafts of Discussion Papers
■  Point Outlines ■  Exposure Drafts
■ Questionnaires ■  Highlights of Prior Meeting
An annual subscription fee of $96 has been established for this service, based on 
an estimate of the printing, postage and mailing costs involved. Subscribers will 
have the option to cancel the subscription — on written notice at any time — and receive 
a refund for the unused portion of the subscription fee.
ORDER FORM ■ AICPA MEETINGS SUBSCRIPTION SERVICE
Subscription Department
American Institute of Certified Public Accountants 
1211 Avenue of the Americas, New York, N.Y. 10036
Please enter our subscription to the AICPA Meetings Subscription Service for calendar 
1978 at the annual subscription fee of $96.
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Washington Briefs Treasury Secretary W. Michael Blumenthal has designated Donald C. Lubick to be 
the Treasury’s acting assistant secretary for tax policy. Lubick replaces 
Laurence N. Woodworth, who died December 7. Prior to joining the adminis­
tration last February, Woodworth served 33 years with Congress’s Joint 
Committee on Internal Revenue Taxation. Lubick, 51, had served as Woodworth’s 
deputy and was the Treasury’s tax legislative counsel from 1961 to 1964.
“Crime in Service Industries,” a Commerce Department report, estimates that 
crime in the service sector costs American business approximately $9.2 billion 
annually, largely the result of employee theft. Copies of the report are 
available at $3 from the Government Printing Office, Washington, D.C. 20402 
(S/N003-009-00247).
The Supreme Court recently ruled that meal allowances paid to state police are 
taxable income. In Commissioner o f Internal Revenue v. Kowalski, the Court said 
that such payments were cash reimbursements and not meals furnished by the 
employer.
The Securities and Exchange Commission has proposed regulations covering 
corporate purchases of their own stock. Under the proposal, a company’s tender 
offer would have to remain open for at least 15 business days and all such 
offers would have to be made to all shareholders alike. Comments are due by 
February 28, 1978.
The SEC has also issued proposed rules relating to accounting rules and reporting 
by bank holding companies. Included is a proposed amendment intended to 
replace the existing Article 9 of Regulation S-X. This proposal revises the 
amendment issued last April. Comments are due by February 28, 1978.
A revised municipal securities disclosure bill has been reintroduced by Senator 
Harrison A. Williams (D-N.J.), chairman of the Senate Banking Securities 
subcommittee. The bill (S.2339) is aimed at regulating issuers of municipal 
securities and is a revised version of legislation proposed last year.
The IRS, in Information Release 1912, extended for one year its waiver for 
violations of the LIFO inventory conformity requirements related to replacement 
costs. Taxpayers subject to SEC replacement cost requirements will be required 
to continue the use of historical cost for purposes of the primary presentation 
of their financial statements.
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